This  is  a  digital  copy  of  a  book  that  was  preserved  for  generations  on  library  shelves  before  it  was  carefully  scanned  by  Google  as  part  of  a  project 
to  make  the  world's  books  discoverable  online. 

It  has  survived  long  enough  for  the  copyright  to  expire  and  the  book  to  enter  the  public  domain.  A  public  domain  book  is  one  that  was  never  subject 
to  copyright  or  whose  legal  copyright  term  has  expired.  Whether  a  book  is  in  the  public  domain  may  vary  country  to  country.  Public  domain  books 
are  our  gateways  to  the  past,  representing  a  wealth  of  history,  culture  and  knowledge  that's  often  difficult  to  discover. 

Marks,  notations  and  other  marginalia  present  in  the  original  volume  will  appear  in  this  file  -  a  reminder  of  this  book's  long  journey  from  the 
publisher  to  a  library  and  finally  to  you. 

Usage  guidelines 

Google  is  proud  to  partner  with  libraries  to  digitize  public  domain  materials  and  make  them  widely  accessible.  Public  domain  books  belong  to  the 
public  and  we  are  merely  their  custodians.  Nevertheless,  this  work  is  expensive,  so  in  order  to  keep  providing  this  resource,  we  have  taken  steps  to 
prevent  abuse  by  commercial  parties,  including  placing  technical  restrictions  on  automated  querying. 

We  also  ask  that  you: 

+  Make  non-commercial  use  of  the  files  We  designed  Google  Book  Search  for  use  by  individuals,  and  we  request  that  you  use  these  files  for 
personal,  non-commercial  purposes. 

+  Refrain  from  automated  querying  Do  not  send  automated  queries  of  any  sort  to  Google's  system:  If  you  are  conducting  research  on  machine 
translation,  optical  character  recognition  or  other  areas  where  access  to  a  large  amount  of  text  is  helpful,  please  contact  us.  We  encourage  the 
use  of  public  domain  materials  for  these  purposes  and  may  be  able  to  help. 

+  Maintain  attribution  The  Google  "watermark"  you  see  on  each  file  is  essential  for  informing  people  about  this  project  and  helping  them  find 
additional  materials  through  Google  Book  Search.  Please  do  not  remove  it. 

+  Keep  it  legal  Whatever  your  use,  remember  that  you  are  responsible  for  ensuring  that  what  you  are  doing  is  legal.  Do  not  assume  that  just 
because  we  believe  a  book  is  in  the  public  domain  for  users  in  the  United  States,  that  the  work  is  also  in  the  public  domain  for  users  in  other 
countries.  Whether  a  book  is  still  in  copyright  varies  from  country  to  country,  and  we  can't  offer  guidance  on  whether  any  specific  use  of 
any  specific  book  is  allowed.  Please  do  not  assume  that  a  book's  appearance  in  Google  Book  Search  means  it  can  be  used  in  any  manner 
anywhere  in  the  world.  Copyright  infringement  liability  can  be  quite  severe. 

About  Google  Book  Search 

Google's  mission  is  to  organize  the  world's  information  and  to  make  it  universally  accessible  and  useful.  Google  Book  Search  helps  readers 
discover  the  world's  books  while  helping  authors  and  publishers  reach  new  audiences.  You  can  search  through  the  full  text  of  this  book  on  the  web 


at|http  :  //books  .  google  .  com/ 


'^'•- 


_ 

^'  *^^k^.!'- 

''■'■^^^^^■^•lU'i 

,  ]VM  •,:%';'' ' 

_^  ::-::_.:       ^^^ik^f  J  »<^::=i  "' 

iS^ra*'':^:  ■■ 


vjS^^f-l^t!' 


-^^li'-  .>r». 


'^ 


\ 


'•'^^^^vi'i,■^^;:^ 


.ir<:#^!^,^i- 


'■T»:;*i'' *:*^'ii 


.-v-^^ik^irxar-*"! 


'<  V  '  ' 


. ..  i  yt  ^  Vi''i<! '  ■;  T^-^ 


.;•-:!'■i^t:^J^- 


*Siff;.^T^;^ 


iv'n  :.. 


-.v^: .:  _  Lv^. 


Digitized  by  VjOOQ  IC 


Digitized  by  VjOOQIC 


Digitized  by  VjOOQIC 


Digitized  by 


Google 


The  American 

tonomic  Review. 


)lume  VII.  No.  1      SUPPLEMENT 


March.  19] 


Papers  and  Proceedings 

of  the 

Tvvrenty-ninth  Annual  Meeting 

of  the 

American  Economic  Association 


COLUMBUS,   OHIO 

DECEMBER.  1916 


Publication  Office  :    l^incetoDj  N.  J, 
Subscriptions:   American  Econonii*-  Association,  Ith;n  i.  X.  ^ 

Entered  a*  >ffice,  Princeton .  ond-class  matter 

in  paper  ^  $i,2j 


C- 


J  by  GooqIc 


ii 


AMERICAN  ECONOMIC  ASSOCIATION 

Organized  at  Saratoga,   September   9,   1885 


OFFICERS  FOR  THE  YEAR  1917 

President 
JoHX  R.  Commons,  University  of  Wisconsin 

Vice-Presiden  is 
James  E.  LeRossignol,  University  of  Nebraska 
MuRiLW  S.  WiLDMAN,  Stanford  University 
George  Ray  Wicker,  Dartmouth  College 

Secretary   and    Treasurer 
Allvx  a.  Young,  Cornell  University 

Executive  Committee 

(In  addition  to  the  above  officers) 
Past   Presidents 
♦Francis  A.  Walker,  Massachusetts  Inst,  of  Technology 
♦Charles  F.  Dunbar,  Harvard  University 

John   B.  Clark,   Columbia  University 

Henry  C.  Adams,  University  of  Michigan 

Arthur  T.  Hadley,  Yale  University 

Richard  T.  Ely,  University  of  Wisconsin 

Edwin  R.  A,  Seligman,  Columbia  University 

Frank  W.  Taussig,  Harvard  University 

Jeremiah  W.  Jenks,  New  York  University 

Simon  N.  Patten,  University  of  Pennsylvania 

Davis  R.  Dewey,  Massachusetts  Inst,  of  Technology 

Edmund  J.  James,  University  of  Illinois 

Henry  W.  Farnam,  Yale  University 

Frank  A.  Fetter,  Princeton  University 

David  Kinley,  University   of    Illinois 

John  H.  Gray,  University  of  -Minnesota 

Walter  F.  Willcox,  Cornell  University 

ThomXs  N.  Carver,  Harvard  University 

Elected  Members 
Roger  W.  Baqson,  Wellesley  Hills,  Mass. 
Wesley  C.  Mitchell,  Columbia  University 
Freo  R.  Fairchild,  Yale  University 
William  H.  Glassqn,  Trinity  College,  N.  C. 
William  F.  Gephart,  Washington  University 
Leon  C.  Marshall,  University  of  Chicago 


Managing  Editor  of  the  American  Economic  Review 
Davis  R.   Dewey,   Massachusetts   Institute  of   Technology,   Boston 
Editorial   Board 
Herbert  J.  Davenport,  Cornell  University 
Clive  Day,  Yale  University 
John  L.  Coulter,  West  Virginia  University 
Thomas  W.  Page,  University  of  Virginia 
Frank  A.  Fetter,  Princeton  University   . 
Herbert  E.  Mills,  Vassar  College 


"    '  Inquiries  and  other  communications  regarding  membership,  w^ 
the  general  aflPairs  of  the  Association,  as  well  as  orders   for  puDUu^u, 
should  be  addressed  to  the  Secretary  of  the  American  Economic 
Ithaca,  N.  Y. 
•Deceased. 


l^^^^iUtflittiilUBdftii^ 


dbyGooQie 


Si 


The 
American  Economic  Review 

VOL.  VII,  No.  1  SUPPLEMENT  MARCH,  1917 


Papers  and  Proceedings 


of  the 


Twenty-ninth  Annual  Meeting 


of  the 


American  Economic  Association 

COLUMBUS,  OHIO  * 

DECEMBER,  1916 


Publication  Office  :  Princeton,  N.  J. 
Subscriptions:  American  Economic  Association,  Ithaca,  N.  Y. 


Digitized  by  VjOOQIC 


r  b  7 
-lib-  :  )n 


Copyright,  191 7,  by 
Ambrican  EcoNOBnc  Association 


Printed  by 
Princeton  University  Press 


Digitized  by  VjOOQIC  _" 


TABLE  OF  CONTENTS 

PAGE 

Program  of  Annual  Meeting .' 1 

The    Naticmal    Point   of  View   in    Economics,    Annual    Address   of   the 

President,  by  Thomas  N.  Carver  / 3 

Landed  Property  as  an  Economic  Concept  and  As  a  Field  of  Research, 

by  Richard  T.  Ely 18 

Discussion: 

F.  A.  Fetter   34 

E.  Dana  Durand 36 

B.  H.  Hlbbard   40 

R.  G.  Blakey 43 

R.  R.  Bowker 46 

J.  A.  Ryan 47 

R.  T.  Ely  47 

Two    Dimensions    of    Productivity,    with    Agricultural    Illustrations    by 

Henry  C.  Taylor 50 

Discussion : 

E.  Dana  Durand 58 

A.  A.  Young  58 

J.  G.  Thompson 59 

F.  A.  Fetter 60 

The  Results  of  Some  Rural  Social  Surveys  in  Iowa,  by  George  H.  Von 

Tungeln '. 62 

Discussion: 

P.  S.  Peirce  87 

G.  H.  Von  Tungeln 90 

The  Land  Problem  and  Rural  Welfare,  by  Paul  L.  Vogt 91 

Discussion: 

W.  O.  Hedrick  102 

J.  B.  Morman  104 

G.  H.  Von  Tungeln Ill 

The  Federal  Farm  Loan  Act,  by  C.  W.  Thompson 115 

Discussion: 

K.  N.  Robins 139 

J.  3.  Morman  ^ 135 

Do  the  Statistics  of  the  Concentration  of  Wealth  in  the  United  States 
Mean  What  They  are  Commonly  Assumed  to  Mean?  by  AUyn  A. 
Young    144 

Desirable  Additions  to  Statistical  Data  on  Wealth  and  Income,  by  Will- 
ford  I.  King 157 


Digitized  by  VjOOQIC 


PAOB 

Discussion: 

D.  R.  Dewey  17« 

G.  E.  Roberts  I'J'S 

R.  L.  Hale 1T4 

The  Situation  of  the  United  States  at  the  Close  of  the  European  War — 

with  Special  Reference  to  the  Gold  Supply,  by  George  E.  Roberts. .   1T6 

Discussion: 

M.  S.  WUdman  1^2 

E.  M.  Patterson  194 

D.  C.  Barrett  19T 

G.  E.  Roberts  198 

Loans  and  Taxes  in  War  Finance,  by  O.  M.  W.  Sprague 199 

Discussion: 

E.  T.  MiUer «14 

H.  L.  Lutz  216 

E.  E.  Lincoln  »19 

T.  K.  Urdahl «30 

O.  M.  W.  Sprague  9M 

The  Place  Which  Accounting  Should  Occupy  in  any  Scheme  of  National 

Preparedness,  by  John  Raymond  Wildman  924 

Security  Prices  and  the  War,  by  Roger  W.  Babson 939 

Problems  of  Population  after  the  War,  by  James  A.  Field 9SS 

The  Redistribution  of  the  Labor  now  Employed  in  Producing  War  Sup- 
plies, by  Haviland  H.  Lund 938 

Some  Phases  of  the  Minimum  Wage  Question,  by  James  E.  LeRossignol. .  951 

Discussion: 

A.  B.  Wolfe 975 

R.  L.  Hale 9T9 

J.  A.  Ryan. 981 

Minutes  of  Business  Meetings j^89 

Report  of  the  Secretary 983 

Report  of  the  Treasurer  985 

Report  of  the  Auditing  Committee  9S7 

Report  of  the  Managing  Editor  of  the  American  Economic  Review 989 

Report  of  the  Committee  on  Prize  Monographs 991 

Report  of  the  Committee  on  Methods  of  Arranging  Programs  for  the  An- 
nual Meetings   999 


Digitized  by 


Google 


PROGRAM  OF  TWENTY-NINTH  ANNUAL  MEETING 

WEDNESDAY,  December  S7 

SM)  p.  M.    Fan  Sbsuok 

Presiding,  William  Oxley  Thompson,  President  of  the  Ohio  State  Uniyersity 
Presidents'  Addresses 
The  National  Point  of  Vibw  in  Econobqcs 

Thomas  N.  Carver,  The  American  Economic  Association 

CoUNntTSIDE   AND   NaTION 

George  £.  Vincent,  The  American  Sociological  Society 
The  Need  foe  Health  Insueance 

Irving  Fisher,  The  American  Association  for  Labor  Legislation 

THURSDAY,  December  28 

9M)  ▲.  M.    Business  meeting  of  the  Association 
10  KM)  A.  M.    Second  Session 

Landed  Peopeett  as  an  Economic  Concept  and  as  a  Field  of  Reseaech 
Richard  T.  Ely,  The  University  of  Wisconsin 
Discussion  under  the  ten-minute  rule 
Frank  A.  Fetter,  Princeton  University 
Carl  Vrooman,  United  States  Department  of  Agriculture 
E.  Dana  Durand,  The  University  of  Minnesota 

B.  H.  Hibbard,  The  University  of  Wisconsin 
Discussion  from  the  floor  under  the  flve-minute  rule 

Roy  G.  Blakey,  The  University  of  Mlnnesoto 
R.  R.  Bowker,  New  York  City 
A.  B.  Wolfe,  The  University  of  Texas 
John  A.  Ryan,  CathoHc  University  of  America 
9:30  p.  M.    Thibd  Session 

Two    Dimensions    of    Economic    Peoductivity,    with    Aoeicvltueai 
Illusteationb 

Henry  C  Taylor,  The  University  of  Wisconsin 
Discussion  under  the  ten-minute  rule 
E.  Dana  Durand,  The  University  of  Minnesota 
Allyn  A.  Yoimg,  Cornell  University 
Discussion  from  the  floor  under  the  flve-minute  rule 
Frank  A.  Fetter,  Princeton  University 
J.  G.  Thompson,  The  University  of  Illinois 
Tas  Resttltb  of  Some  Social  Suevets  in  Iowa 
George  H.  Von  Tungeln,  Iowa  State  College 
Discussion  under  the  ten-minute  rule 
Paul  S.  Peirce,  The  State  University  of  Iowa 
8  KM)  p.  M.    FouBTH  Session 

Tas  Land  Peoblem  and  Rueal  Welfaee 
Paul  L.  Vogt,  The  Ohio  State  University 
Discusssion  under  the  ten-minute  rule 
W.  O.  Hedrick,  Michigan  State  College 
James  B.  Morman,  Washington,  D.  C. 
Discussion  from  the  floor  under  the  flve-minute  rule 
George  H.  Von  Tungeln,  Iowa  State  College 
J.  G.  Thompson,  The  University  of  Illinois 

C.  L.  Stewart,  The  University  of  Illinois 
TsE  Fedeeal  Faem  Loan  Act 

C.  W.  Thompson,  United  States  Department  of  Agriculture 
Discussion  under  the  ten-minute  nile 
Kmgman  Nott  Robins,  Rochester,  N.  Y. 
James  B.  Morman,  Washington,  D.  C. 
10  KK)  p.  M.    Smoker  at  the  Hotel  DesUer,  tendered  by  the  local  members  of 
the  Association 


Digitized  by  VjOOQIC 


FRIDAY,  December  ^ 

10:00  A.  M.     Fifth  Sessiox 

Do  THi  Statibtics  of  the  Cokcentration  of  Wealth  ix  the  Ukitbd 
States  Meak  What  They  Are  Commonly  Assumed  to  Meak? 
Allyn  A.  Young,  Cornell  University 
Willford  I.  King,  The  University  of  Wisconsin 
Discussion  under  the  ten-minute  rule 
Davis  R.  Dewey,  Massachusetts  Institute  of  Technology 
Irving  Fisher,  Yale  University 
Discussion  from  the  floor  under  the  five-minute  rule 
George  E.  Roberts,  New  York  City 
Robert  I^.  Hale,  Columbia  University 
Mrs.  Wilbur  C.  Phillips,  New  York  City 
H.  J.  Davenport,  Cornell  University 
H.  F.  Arens,  WeUesley  Hills,  Mass. 
E.  E.  Lincoln,  Harvard  University 
Carl  W.  Parker,  The  University  of  California 
1:30  p.  M.    A  luncheon  was  served  to  the  visiting  Asssociations  by  the  Ohio 

State  University 
9:30  p.  M.     Sixth  Session 

The  Sitctatiok  of  the  United  States  at  the  Close  of  the  Euhopeak 
War  with  Special  Reference  to  the  Gold  Supply 
George  E.  Roberts,  National  City  Bank,  New  York  City 
Discussion  under  the  ten-minute  rule 

Murray  S.  Wildman,  Stanford  University 
Discussion  from  the  floor  under  the  five-minute  rule 
E.  M.  Patterson,  The  University  of  Pennsylvania 
Don  C.  Barrett^  Haverford  College 
Roger  W.  Babson,  WeUesley  Hills,  Mass. 
Loans  and  Taxes  in  War  Finance 
O.  M.  W.  Sprague,  Harvard  University 
Discussion  under  the  ten-minute  rule 
E.  T.  Miller,  The  University  of  Texas 
H.  L.  Lutz,  Oberlin  College 
Discussion  from  the  floor  under  the  five-minute  nilc 
H.   J.   Davenport,  Cornell   University 
E.  E.  Lincoln,  Harvard  University 
T.  K.  Urdahl,  The  University  of  Wisconsin 
R.  W.  Babson,  WeUesley  HUls,  Mass. 
6:30  p.  M.    Seventh  Session 
Banquet  at  the  Columbus  Athletic  Club,  foUowed  by  addresses 
John  R.  WUdman,  New  York  University 
Roger  W.  Babson,  Babson's  Statistical  Organization 
Walter  F.  WiUcox,  CorneU  University 
James  A.  Field,  The  University  of  Chicago 
Mrs.  HavUand  H.  Lund,  New  York  City 
WiUiam  O.  Thompson,  The  Ohio  State  University 

SATURDAY,  December  SO 

9:30  A.  M.    Business  meeting  of  the  Association 
10:00  A.  M.     Eighth  Session 

Some  Phases  of  the  Minimum  Wage  Question 
J.  E.  Le  Rossignol,  The  University  of  Nebraska 
Discussion  under  the  ten-minute  rule 
A.  B.  Wolfe,  The  University  of  Texas 
C.  W.  Doten,  Massachusetts  Institute  of  Technology 
W.  Z.  Ripley,  Harvard  University 
Discussion  from  the  floor  under  the  five-minute  rule 
Carleton  H.  Parker,  The  University  of  CaUfornia 
John  VoU,  Ohio  State  Federation  of  Labor 
Ethelbert  Stewart,  United  States  Bureau  of  Labor 
Mr.  DonneUy,  Ohio  State  Federation  of  Labor 
John  A.   Ryan,  Catholic  University  of  America 
Robert  L.  Hale,  Columbia  University 


Digitized  by 


Goo 


'^iM^e4 


THE  NATIONAL  POINT  OF  VIEW  IN  ECONOMICS 

annual  address  of  the  president 

Thomas  N.  Carver 
Harvard  University 

A  convenient  text  is  found  in  one  of  the  most  profound  but 
least  appreciated  passages  in  The  Wealth  of  Nations.  Apropos 
of  systems  of  land  tenure  the  passage  reads:  "When  land,  like 
movables,  is  considered  as  the  means  only  of  subsistence  and  en- 
joyment, the  natural  law  of  succession  divides  it,  like  them,  among 
all  the  children  of  the  family ;  of  all  of  whom  the  subsistence  and 
enjoyment  may  be  supposed  to  be  equally  dear  to  the  father.  .  .  . 
But  when  land  was  considered  as  the  means,  not  of  subsistence 
merely,  but  of  power  and  protection,  it  was  thought  better  that  it 
should  descend  undivided  to  one."^ 

Here  was  a  clear  recognition  of  one  of  the  most  important  prin- 
ciples of  national  policy.  When  a  nation  is  thinking  primarily  of 
its  own  growth,  prosperity,  and  power,  of  its  ability  to  meet  the 
conditions  of  life  as  a  nation,  its  institutions  and  its  policies  may 
be  very  different  from  what  they  would  be  if  it  were  thinking 
primarily  of  the  consumers'  satisfactions  or  of  the  enjoyment 
which  it  might  afford  to  its  individual  citizens.  It  may  be  added 
that  when  its  individual  citizens  themselves  are  thinking  primarily 
of  the  prosperity,  power,  and  greatness  of  the  nation  they  will 
frame  institutions  and  carry  out  policies  very  different  from  those 
which  they  will  frame  and  carry  out  if  they  are  thinking  primarily 
of  their  own  satisfaction  as  consumers,  or  of  their  own  subsistence 
or  enjoyment.  Moreover,  if  economists,  however  completely  they 
may  be  divorced  from  sentiment,  are  thinking  in  terms  primarily 
of  national  prosperity,  power,  and  greatness,  their  conclusions  on 
many  important  questions  will  be  very  different  from  what  they 
would  be  if  they  were  thinking  primarily  of  consumers'  satisfac- 
tions, of  subsistence,  or  of  enjoyment.  The  economics  of  consum- 
ers' happiness  is  one  thing;  the  economics  of  national  power  and 
greatness  is  another  thing. 

Adam  Smith's  remarks  on  primogeniture  may  or  may  not  be  a 
case  in  point.  We  may  or  may  not  agree  that  primogeniture  does 
work  better  in  the  process  of  nation-building  and  expansion  than 
equal  subdivision.     As  was  remarked  long  ago,  it  was  at  least  a 

1  Book  III,  Chap.  II. 
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guarantee  that  there  would  be  only  one  drone  in  the  same  family. 
It  at  least  made  it  necessary  that  the  younger  sons  go  out  into 
the  world  and  shift  for  themselves.  They  were  not  encouraged  to 
hang  around  home  waiting  for  the  old  folk  to  die  in  order  that 
they  might  get  a  share  of  the  estate.  They  had  to  go  where  there 
was  land  and  build  estates  of  their  own,  if  they  wanted  them.  This 
may  have  had  something  to  do  with  the  expansion  of  the  English 
race  and  of  the  British  Empire.  On  the  other  hand,  in  those  old 
countries  where  the  Code  Napoleon  had  been  in  force  there  has 
been  little  expansion.  Relatively  speaking,  there  has  been  a  de- 
cline in  power  both  economic  and  military. 

And  yet,  to  anyone  who  thinks  mainly  in  terms  of  consumers* 
satisfactions,  of  fair  play  and  equal  rights  in  matters  of  enjoy- 
ment, primogeniture  seems  a  monstrous  iniquity,  and  the  equal 
subdivision  of  land  among  all  heirs  is  the  only  system  which  is 
even  tolerable.  Of  course  there  may  be  those  who  realize  that  it 
is  better  for  the  individual  to  belong  to  a  prosperous,  powerful, 
and  expanding  nation  than  to  an  unprosperous,  weak,  and  con- 
tracting nation.  This  consideration  might  lead  them  to  surrender 
many  consumers'  satisfactions  in  the  immediate  present  in  the 
interest  of  nation-building,  hoping  that  they,  their  children  or 
their  childrens'  children  may  gain  enough  consumers'  satisfactions 
in  the  future  to  compensate  for  the  sacrifices  of  the  present.  This 
would  bring  them  very  close  to  those  who  think  primarily  in  terms 
of  nation-building,  if  it  did  not  identify  them  absloutely.  They 
might,  even  though  they  themselves  were  younger  sons,  favor 
primogeniture  if  they  were  convinced  that  it  promoted  the  pros- 
perity, power,  and  expansion  of  the  nation,  hoping  that  their 
children  and  their  childrens'  children  would  gain  enough  through 
citizenship  in  such  a  country  to  compensate  for  the  loss  to  them- 
selves. 

This,  however,  is  not  intended  as  a  defense  of  primogeniture. 
I  use  this  illustration  partly  because  it  was  dignified  by  the  great 
Adam  Smith,  and  partly  because  it  is,  in  itself,  a  good  illustration 
of  the  principle  which  I  am  trying  to  make  clear.  Another  il- 
lustration, less  realistic  and  less  disputable,  may  be  manufactured 
for  the  occasion.  If,  instead  of  the  father's  landed  estate,  we 
were  to  consider  the  father's  sword  as  the  object  which  passes  by 
inheritance,  the  point  may  be  made  clear.  If,  with  the  inheritance 
of  the  father's  sword,  there  was  also  inherited  the  obligation  to 
use  it  for  the  defense  or  the  building  of  the  nation,  it  could  scarcely 


Digitized  by 


Google 


The  National  Point  of  View  in  Economics  6 

be  considered  as  depriving  the  other  sons  of  their  rights  if  the 
sword  went  intact  to  one,  instead  of  being  divided  up.  That 
would  be  so  obviously  sensible  that  no  one  would  be  likely  to  cham- 
pion the  rights  of  the  disinherited  sons.  But  if,  instead  of  a 
weapon  or  a  tool  to  be  used  in  nation-building,  the  sword  were 
thought  of  as  an  object  of  pleasure,  a  consumer's  good,  the  case 
would  be  different.  They  who  think  in  terms  of  consumers'  satis- 
factions are  uniformly  rather  strenuous  in  their  insistence  upon 
their  full  share.  The  same  rule  which  seems  so  obviously  sensible 
from  the  other  point  of  view  becomes  obviously  and  wickedly  un- 
fair and  stupid  from  the  new  point  of  view.  The  whole  difference 
is  in  the  point  of  view. 

There  is  another  illustration  equally  clear  and  to  the  point,  and 
also  dignified  by  an  eminent  and  highly  respected  authority.  It 
is  found  in  the  story  of  a  certain  ruler  who  entrusted  sundry  pieces 
of  money  to  his  servants,  to  one  five,  to  another  two,  and  to  an- 
other one.  He  who  had  received  one  piece  of  money  did  not  use 
it  but  hid  it  away.  When  the  ruler  returned  he  ordered  that  this 
one  piece  of  money  be  taken  away  from  the  man  who  had  not 
used  it,  and  that  it  be  given  to  the  one  who  had  used  his  five  so 
productively  as  to  gain  another  five.  Now,  I  venture  to  say  that 
no  one  who  thinks  of  pieces  of  money  as  sources  of  subsistence  or 
enjoyment  ever  understood  this  story  or  ever  will  so  long  as  the 
world  stands.  But  one  who  thinks  of  pieces  of  money  as  tools  to 
be  used  in  nation-building,  finds  the  story  so  obviously  sensible 
as  almost  to  preclude  the  possibility  of  discussion.  Such  a  person 
can  see  no  reason  for  inventing  the  absurd  theory  that  pieces  of 
money  did  not  mean  what  they  obviously  did  mean,  but  spiritual 
qualities  instead.  He  would  know  that  it  is  a  waste  of  good  tools 
to  have  them  hidden  away,  and  that  in  the  interest  of  society  or 
of  the  nation  they  ought  to  be  taken  away  from  the  one  who  thus 
wastes  them  and  given  to  the  one  who  shows  his  capacity  to  use 
them  productively.  However,  to  one  who  thinks  only  or  primarily 
in  terms  of  consimiers'  satisfactions,  and  to  whom  pieces  of  money 
are  merely  sources  of  consumers'  satisfaction,  it  would  seem  mon- 
strously unjust  to  take  away  from  the  poor  man  the  one  source 
of  satisfaction  which  he  possessed  and  give  it  over  to  the  rich  man 
who  had  ten  already.  The  same  rule,  again,  looks  very  different 
from  the  two  points  of  view.  It  is  the  point  of  view  that  makes 
the  difference. 

If  one  were  permitted  to  step  outside  the  field  of  economics  in 
the  narrower  sense,  and  make  an  observation  or  two  in  the  field 
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of  economics  in  the  broader  sense,  now  temporarily  cultivated  by 
the  moralist,  one  might  remark  that  the  concentration  of  atten- 
tion upon  subsistence  and  enjoyment  rather  than  upon  nation- 
building,  leads  to  an  exaggerated  insistence  upon  the  rights  of  the 
individual,  whereas  the  concentration  of  attention  upon  nation- 
building  leads  to  a  strong  emphasis  upon  the  obligations  of  the 
individual.  Therefore,  there  are  two  distinct  types  of  leadership. 
One  type  tells  the  people  a  great  deal  about  their  rights,  their 
wrongs,  and  their  grievances,  and  very  little  about  their  obliga- 
tions, except  their  obligations  to  themselves.  The  other  type  tells 
them  very  little  about  their  rights,  their  wrongs,  and  their  griev- 
ances, but  a  great  deal  about  their  obligations.  The  first  type  is 
a  logical  product  of  the  habit  of  mind  which  lays  emphasis  upon 
the  subsistence  and  enjoyment  of  the  individual;  the  other  of  the 
habit  of  mind  which  lays  emphasis  upon  the  importance  of  build- 
ing a  strong,  durable,  and  expanding  nation. 

The  fact  that  a  change  in  the  point  of  view  makes  such  a  vast 
difi^erence  in  the  way  the  same  thing  looks  to  us  will  also  explain 
the  change  which  frequently  comes  over  a  man  when  he  has, 
through  popular  leadership,  come  into  a  position  of  power  and 
responsibility.  It  has  often  been  noticed  that  a  man  who  has 
achieved  leadership  through  demagogic  appeals  to  the  masses  be- 
comes a  difi^erent  man  when  put  into  high  public  position.  If  he 
does  not,  he  does  not  last  long,  being  repudiated  even  by  the  fol- 
lowers who  put  him  in.  As  a  champion  of  those  who  think  in 
terms  of  their  own  subsistence  and  enjoyment,  he  was  one  kind  of 
man  and  things  really  looked  to  him  in  a  certain  way.  In  high 
pational  ofBce  he  is  compelled  to  think  in  terms  of  the  nation  as  a 
whole.  If  he  does  not,  he  is  such  an  obvious  misfit  that  even  the 
sense  of  humor  of  the  masses  can  not  tolerate  him.  If  he  does, 
many  things  which  formerly  looked  black  now  look  white  and  many 
which  looked  white  now  look  black.  It  is  very  easy  for  the  con- 
servative, on  the  one  hand,  to  say  that  responsibility  has  sobered 
him.  He  has  not  necessarily  grown  more  sober;  frequently  he  is 
less  so.  He  is  usually  even  more  of  a  visionary,  the  difference  be- 
ing that  he  has  got  a  larger  vision.  It  is  equally  easy,  on  the 
other  hand,  for  those  who  have  not  yet  achieved  high  office  to  say 
that  he  has  sold  out  to  the  interests.  Generally  he  is  less  under 
the  domination  of  interests  than  he  was  before.  The  simple  fact 
is  that  he  is  forced  to  see  things  from  a  national  point  of  view 
rather  than  from  a  particularistic  point  of  view;  and  the  sheer 
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logic  of  the  situation  forces  different  views  and  a  different  atti- 
tude upon  him. 

The  change  in  the  point  of  view  produces  some  of  its  widest 
divergences  of  opinion  on  the  question  of  government  regulation 
and  control.  When  we  think  primarily  in  terms  of  our  own  satis- 
factions we  are  rather  intolerant  of  government  regulation  when 
it  affects  us  directly.  We  may  be  very  tolerant  of,  or  favorable 
toward,  government  regulation  of  other  people;  but  as  for  our- 
selves, we  want  none  of  it.  We  are  all  consumers,  therefore  regu- 
lation of  consumption  is  abhorent.  The  regulation  or  control  of 
some  particular  line  of  business  is  a  different  matter,  especially  if 
it  is  not  our  business.  Yet  habits  of  consumption  are  quite  as 
important  to  the  welfare  of  the  nation,  considered  as  a  nation,  as 
methods  of  business.  It  is  generally  believed  that  nations  have 
deteriorated  quite  as  frequently  and  quite  as  rapidly  because 
of  their  bad  habits  of  consumption  as  because  of  the  bad  methods 
of  any  or  of  all  classes  of  business  men.  When  one  takes  the 
national  point  of  view,  that  is  a  consideration  of  the  very  greatest 
importance.  Those  academic  distinctions  between  regulation  of 
consumption  and  regulation  of  production  seem  trivial  in  com- 
parison. As  a  matter  of  observed  fact,  the  people  who  think  in 
terms  of  nationality  are  just  as  prone  to  legislate  on  matters  of 
consumption  as  on  matters  of  business.  The  government  regula- 
tion, or  prohibition,  of  the  consumption  of  alcohol,  is  quite  the 
most  popular  and  democratic  movement  in  this  country  today, 
particularly  among  those  who  have  been  here  long  enough  to  de- 
velop a  sense  of  nationality.  Again,  as  a  matter  of  observed  fact, 
whenever  a  nation  is,  in  the  vernacular,  "up  against  the  real 
thing,"  when  its  very  existence  as  a  nation  is  at  stake,  and  when 
it  is  forced  to  think  in  terms  of  nationality,  it  always  finds  it  just 
as  necessary  that  its  government  should  regulate  consumption  as 
that  it  should  regulate  production. 

Another  and  even  more  striking  example  of  this  divergence  of 
opinion  is  found  in  our  attitude  toward  control  or  regulation  of 
speech.  I  make  my  living  by  talking,  as  do  a  fair  percentage  of 
the  active  members  of  this  Association.  We  are  therefore  unable, 
most  of  us,  to  see  any  reason  why  the  government  should  regu- 
late our  business.  We  are  pretty  strong  for  freedom  of  speech  and 
freedom  of  the  press  and  all  other  euphemisms  for  a  laissez-faire 
policy  with  respect  to  the  business  of  talking.  It  also  happens, 
curiously  enough,  that  they  whose  business  is  talking  are  the 
strongest  advocates  of  the  abandonment  of  the  laissez-faire  policy 
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— ^with  respect  to  business — ^that  is,  other  kinds  of  business.  For 
much  the  same  reason,  they  whose  business  consists  in  doing  rather 
than  in  talking  are  too  frequently  impatient  of  loose  talk  and  dis- 
posed toward  its  control.  It  would  be  a  profitable  exercise  for  all 
of  us  to  ponder  a  little  more  upon  the  ancient  remark  about  those 
who  were  more  anxious  to  pluck  motes  from  their  brothers'  eyes 
than  beams  from  their  own.  That  would  do  us  more  good  than 
to  spend  our  time  inventing  absurd  reasons  why  the  goYemment 
should  regulate  other  people's  business  and  pursue  a  laisiez-faire 
policy  with  respect  to  our  own. 

There  can  scarcely  be  any  doubt  that  bad  talk  may  do  quite  as 
much  harm  to  the  nation  as  bad  business.  As  many  and  as  direful 
calamities  have  come  upon  the  world  through  bad  talk,  false 
teaching,  pernicious  opinions,  as  through  bad  business  methods. 
He  who  teaches  falsehood  probably  harms  the  people  more  than 
he  who  steals  a  million  dollars,  though  it  will  appear  otherwise  to 
those  who  think  that  truth  is  unimportant  and  money  all  import- 
ant. The  only  question  is.  Can  we  trust  government  officials  with 
the  delicate  task  of  deciding  what  is  good  and  what  is  bad  talk, 
and  of  suppressing  the  bad?  Well,  any  government  official  who 
thinks  that  he  is  wise  enough  to  regulate  industry  is  not  likely  to 
be  withheld  by  his  own  modesty  from  undertaking  the  regulation 
of  speech.  Again,  as  a  matter  of  observed  fact,  no  government 
official  does  hesitate  to  exercise  censorship  so  far  as  his  authority 
extends.  Over  the  members  of  his  own  staff,  which  is  as  far  as 
his  power  extends,  he  does  exercise  control  of  speech.  Even  the 
least  free  and  most  narrowly  sectarian  college  in  this  country  al- 
lows more  freedom  to  its  staff  than  the  most  liberal  department  of 
this  freest  of  all  governments.  The  head  of  a  department  who 
is  at  all  ingenuous  will  frankly  acknowledge  this,  and  justify  it 
by  the  perfectly  sound  reason  that  any  department  which  is 
charged  with  important  regulatory  powers  must  control  the  ut- 
terances of  its  staff.  I  mention  these  things  neither  to  justify  nor 
to  condemn,  but  merely  to  show  that  one  kind  of  regulation  is 
very  likely  to  lead  to  another. 

Again,  as  a  matter  of  observed  fact,  whenever  any  nation 
"comes  up  against  the  real  thing,"  when  circumstances  compel  it 
to  think  in  terms  of  its  own  existence  as  a  nation,  it  finds  it  neces- 
sary, through  its  government,  to  control  both  speech  and  in- 
dustry— the  one  quite  as  rigorously  as  the  other.  Again,  if  you 
will  name  the  country  which  in  time  of  peace  most  thoroughly 
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regulates  business  and  industry,  you  will  name  also  the  country 
which  most  rigorously  regulates  speech. 

These  may  be  mere  coincidences,  but  they  are  so  numerous  as 
to  create  a  presumption  that  the  nation  that  definitely  abandons 
a  laiisez-faire  policy  with  respect  to  one  branch  of  human  activity 
18  not  likely  to  preserve  it  with  respect  to  all  others.  Talkers  may, 
of  course,  easily  invent  reasons  for  placing  the  business  of  talking 
in  a  different  category  from  other  businesses.  I  could  state  a 
dozen  such  reasons  myself,  and  an  equal  niunber  to  the  contrary. 
But  the  practical  statesman  and  man  of  affairs,  whatever  he  may 
have  said  in  a  political  campaign,  is  singularly  indifferent  to  these 
theoretical  distinctions  when  he  faces  a  real  situation. 

Please  do  not  understand  this  as  an  argument  for  a  laissez-faire 
policy  with  respect  to  production,  consumption,  or  speech.  It  is 
as  much  against  as  for  such  a  policy.  The  important  point  is 
that  whatever  policy  is  pursued  with  respect  to  one  is  likely  also 
to  be  pursued  with  respect  to  the  others.  We  are  already  be- 
ginning to  hear  about  the  changed  attitude  of  governments  toward 
industry  brought  about  by  the  war  in  Europe.  Some  are  specu- 
lating as  to  the  results  of  this  changed  attitude  after  the  war  is 
over.  Let  us  not  close  our  eyes  to  the  fact  that  the  change  in 
the  attitude  of  those  governments  toward  consumption,  toward 
speech,  and  toward  everything  else  which  affects  the  national  well- 
being  is  quite  as  great  and  quite  as  striking  as  the  change  in  their 
attitude  toward  industry.  They  have  found  that  vicious  habits 
of  consumption  and  hostile  expressions  of  opinion  are  quite  as 
dangerous  to  the  well-being  of  the  nation  as  bad  business  methods. 
When  we  begin  to  think  in  terms  of  nationality  we  shall  all  dis- 
cover the  same  thing. 

The  statement  that  one  function  of  government  is  to  protect 
the  weak  against  the  strong  is  another  product  of  the  particular- 
ist  point  of  view.  Since  most  of  us  are  weak  rather  than  strong, 
we  doubtless  feel  that  we  should  get  more  individual  advantage 
from  a  government  which  followed  that  rule  than  from  one  which 
did  not.  Even  those  who  occupy  a  middle  position  between  the 
weak  and  the  strong  feel  that  they  have  more  to  fear  from  the 
strong  than  from  the  weak;  therefore  they  would  be  inclined,  if 
they  sought  their  own  advantage,  to  cast  in  their  lot  with  the 
weak.  But  if  we  are  thinking  not  primarily  how  much  profit  we 
of  this  generation  can  get  from  the  government,  but  how  the  na- 
tion may  grow  strong  and  endure,  it  would  seem  rather  absurd, 
would  it  not,  to  protect  the  weak  against  the  strong?    To  protect 
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weakness  against  strength  is  to  favor  weakness  and  bid  it  multiply 
and  replenish  the  nation.  That  is  one  way  of  building  a  weak 
nation.  It  would  obviously  be  better  to  protect  strength  against 
weakness.  As  a  matter  of  fact,  that  comes  more  nearly  being 
the  policy  of  any  country  worth  living  in  than  the  opposite. 
Criminals  are  weak  rather  than  strong.  Somewhere  between  thirty 
and  fifty  per  cent  of  them  are  feeble  minded.  It  is  found  eco- 
nomical to  protect  strength  against  that  kind  of  weakness  at  least. 

However,  the  aim  of  the  nation-builder  should  be  neither  to  pro- 
tect weakness  against  strength,  nor  primarily  to  protect  strength 
against  weakness.  The  obvious  thing  to  do  is  to  protect  produc- 
tion against  predation,  usefulness  against  harmfulness,  virtue 
against  vice.  Whether  the  predacious  act  is  performed  by  a 
strong  or  a  weak  individual  does  not  matter.  It  must  be  repressed 
in  either  case.  Whether  the  productive  act  be  performed  by  a 
weak  or  a  strong  individual  does  not  matter ;  it  must  be  protected 
in  either  case.  Only  thus  can  the  nation  grow  strong,  prosper- 
ous, and  fit  to  survive  in  the  stem  rivalry,  economic  or  military, 
among  national  groups. 

One  of  the  widest  of  these  divergences  of  economic  opinion,  de- 
pending upon  the  point  of  approach,  is  found  in  the  answers  to 
the  question  as  to  how  wealth  ought  to  be  distributed.  From  the 
point  of  view  of  those  who  are  interested  primarily  in  consumers' 
satisfactions,  especially  in  the  satisfactions  of  those  consumers 
who  are  now  living  and  possessed  of  voices  with  which  to  clamor 
for  their  share,  there  is  much  to  be  said  in  favor  of  some  approach 
to  equality  of  possessions.  The  weak  producers  probably  have  on 
the  average  as  much  capacity  for  consumers'  enjoyment  as  the 
strong  producers.  Certainly  no  very  satisfactory  argument  to  the 
contrary  has  yet  been  presented.  If  the  maximum  of  consumers' 
satisfaction  is  the  object  to  be  sought,  the  weight  of  the  argu- 
ment is  in  favor  of  some  approach  to  equality.  It  is  demonstrated 
that  among  people  with  equal  capacity  for  enjoyment  equality  of 
consumption  yields  the  maximum  satisfaction.  It  is  true  that 
some  concession  would  have  to  be  made  in  favor  of  the  strong 
producer  provided  it  were  found  that  he  would  not  put  forth  his 
maximum  efi^ort  unless  he  received  special  rewards.  Unless  the 
strong  producers  did  put  forth  their  best  efforts  at  production, 
there  would  be  fewer  consumers'  goods  and  consequently  less  con- 
sumers' satisfactions.  It  would  therefore  be  necessary  to  allow 
the  strong  producers  just  enough  in  the  way  of  special  rewards 
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to  induce  them  to  use  their  powers.  Aside  from  such  considera- 
tions, the  weight  of  the  argument  is  in  favor  of  some  form  of 
communism. 

From  the  point  of  view,  however,  of  those  who  are  primarily 
mterested  in  nation-building,  the  weight  of  the  argument  is  in 
favor  of  distributing  wealth  in  proportion  to  productive  power, 
regardless  of  ability  to  consume  joyfully.  In  the  &st  place, 
they  who  have  shown  the  ability  to  acciunulate  capital  by  con- 
suming less  than  their  income  are  to  be  considered  better  guard- 
ians of  that  acciunulation  than  they  who  have  not  shown  such 
capacity  or  willingness.  If  it  were  turned  over  to  those  who  have 
been  in  the  habit  of  consiuning  all  they  had,  there  would  be  a 
strong  probability  that  they  would  consume  it  and  not  conserve  it. 
In  the  long  run,  it  is  pretty  certain  that  the  nation  which  accumu- 
lates capital  most  rapidly  is  the  nation  which  grows  most  rapidly 
in  property  and  power.  It  is  a  rather  noticeable  fact  that  even 
laborers  tend  to  leave  those  countries  where  capital  does  not  ac- 
cumulate and  seek  those  countries  where  it  does  accumulate.  So 
likewise  do  scholars,  writers,  and  talkers. 

Again,  to  invest  capital  is  to  direct  the  productive  power  of  the 
community.  They  who  direct  that  productive  power  wisely,  that 
is,  they  who  invest  in  such  a  way  as  to  make  it  yield  a  large  pro- 
duct, are  economizing  the  productive  power  of  the  community.  On 
the  other  hand,  they  who  misdirect  that  power,  who  invest  un- 
wisely, who  direct  productive  power  in  channels  where  it  is  not 
needed — in  such  a  way  as  to  produce  less  than  is  used  up  in  the 
process — are  wasting  the  productive  power  of  the  community.  It 
is  much  better  for  the  nation  that  the  accumulations  of  capital 
be  invested  by  those  who  can  do  it  wisely  and  productively  than 
that  these  accumulations  should  be  invested  by  wasters,  that  is, 
by  those  who  invest  them  where  capital  is  not  needed  or  in  ways 
which  use  up  more  than  is  produced.  In  the  long  run,  it  is  safe 
to  say  that  the  country  which  manages  to  put  its  acciunulated 
capital  under  the  control  of  the  wisest  investors  is  the  country 
which  will  grow  most  rapidly  in  prosperity  and  power.  To  such 
a  country  even  laborers  will  desire  to  migrate,  and  so  also  will 
scholars,  writers,  and  talkers.  In  other  words,  it  is  better  for  all 
of  us,  in  the  long  run,  that  accumulated  capital  should  be  dis- 
tributed in  proportion  to  investing  ability  than  that  it  should  be 
distributed  in  proportion  to  the  power  of  graceful,  elegant,  or 
even  jovial  consumption.     "To  each  according  to  his  ability  to 
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use  productively,  to  manage,  or  to  invest,'*  should  be  the  slogan 
rather  than  "to  each  according  to  his  needs.'* 

If  I  have  succeeded  in  making  it  clear  that  it  makes  a  diflFer- 
ence  with  our  conclusions  on  many  questions  of  economic  theory 
and  policy  whether  we  start  from  the  national  or  from  the  par- 
ticularist  point  of  view,  my  next  purpose  is  to  plead  for  the 
national  point  of  view.  This  point  of  view  is  especially  needed  at 
the  present  time  because  so  many  weighty  opinions  are  being  ex- 
pressed against  it.  Tolstoi  pronoimced  patriotism  to  be  a  vice. 
One  of  the  leading  moralists  of  the  coimtry  has  said  that  national- 
ism is  one  of  his  pet  abominations,  having  in  mind  the  situation  in 
Europe  at  the  present  time.  It  is  doubtless  wrong  for  a  people 
to  make  war  imder  the  stimulus  of  national  arrogance;  but  his 
philosophy  would  make  it  equally  wrong  for  a  nation  to  fight  to 
defend  its  territory  or  even  its  existence  against  the  attacks  of 
national  arrogance.  It  may  be  said,  in  behalf  of  his  consistency, 
that  the  moralist  just  quoted  accepts  the  latter  proposition  along 
with  the  former.  National  existence  is  not  worth  fighting  for  un- 
der his  theory.  From  that  point  of  view,  Horace  Greely's  advice 
regarding  the  secession  movement  was  profoundly  wise,  "Let  the 
erring  sisters  depart  in  peace.'*  There  were  many  in  those  days 
to  whom  national  unity  did  not  seem  worth  fighting  for,  and  who 
opposed  the  war  on  that  ground.  From  the  particularist  point  of 
view  it  would  be  a  little  difficult  to  state  what  class  in  the  North 
had  a  definite  economic  interest  in  the  question,  or  how  the  non- 
slave  owning  majority  in  the  South  had  anything  at  stake. 
Neither  the  laboring  classes  nor  the  business  and  professional 
classes  were  in  visible  danger  of  having  their  incomes  reduced. 
All  classes  then  living  could,  so  far  as  any  one  has  ever  been  able 
to  show,  have  consumed  as  much  had  the  country  split  up  as  if  it 
remained  united.  The  only  class  that  might  have  suffered  eco- 
nomically was  the  government  officials.  They  would  have  ruled 
over  a  smaller  country,  and  the  salaries  might  conceivably  have 
been  smaller,  though  even  this  is  by  no  means  certain.  To  be  sure, 
there  were  certain  large  but  vague  questions  regarding  the  distant 
future  which  may  have  weighed  heavily  on  the  minds  of  men. 
Had  the  country  split  then,  it  was  difficult  to  see  where  the  par- 
ticularist tendency  would  end.  The  possibility  that  at  some  dis- 
tant day  their  descendants  would  suffer  from  the  weakness  of  a 
divided  country  may  have  had  its  influence;  but  such  consider- 
ations do  not  have  much  weight  except  with  those  who  have  what 


Digitized  by 


Google 


The  National  Point  of  View  in  Economics  18 

is  called  a  national  consciousness.  There  was  barely  enough  of 
this  to  save  the  day  against  the  indifference  of  the  particularists 
of  the  North  and  the  opposition  of  the  secessionists  of  the  South. 
The  Uttle  flame  of  national  sentiment  had  to  be  nursed  and  coaxed 
by  the  persuasive  force  and  magnetic  personality  of  the  greatest 
of  all  popular  leaders. 

A  distinguished  sentimentalist,  who  can  scarcely  be  dignified  by 
the  name  of  moralist,  has  recently  said  before  a  large  body  of 
laboring  men  in  New  York  that  even  in  case  of  a  military  invasion 
of  this  country  the  laboring  men  would  have  no  interest  at  stake 
and  no  motive  for  supporting  a  defensive  war.  Quoting  the  Com- 
Tfumist  Manifesto^  she  exclaimed  that  the  laboring  men  had  '^noth- 
ing to  lose  but  their  chains."  Anyone  who  believes  that  believes 
that  laboring  men  are  swine,  that  they  have  no  interest  beyond 
a  full  beUy  and  a  short  working  day, — ^that  they  have  no  souls. 
I  refuse  to  believe  it. 

If  one  begins  the  inquiry  as  to  how  incomes  and  dinner-pails 
would  be  affected  by  foreign  domination,  why  stop  with  the  labor- 
ing men?  They  certainly  have  as  much  to  lose  as  any  other  class. 
Suppose  that  we  were  to  submit  quietly  to  foreign  occupancy,  and 
the  taking  over  of  the  government  at  Washington  by  a  foreign 
power,  who  among  us  would  suffer  any  diminution  of  income  or  of 
consumers'  satisfactions?  It  is  unlikely  that  our  business  men 
would  suffer  as  a  class.  In  fact,  there  is  no  foreign  government 
which  is  strong  enough  to  attempt  a  conquest  which  does  not  treat 
business  men  quite  as  well  as  our  government,  which  does  not  pro- 
tect life  and  property  and  repress  mob  violence  rather  more  ef- 
fectively than  our  government  is  in  the  habit  of  doing. 

Again,  so  far  as  the  economic  self-interest  of  those  now  before 
me  is  concerned,  it  is  difficult  to  see  how  you  as  a  class  would  be 
economically  injured  if  another  government  sent  an  army  and  took 
possession  of  our  capital  and  ran  its  machinery.  In  any  country 
which  is  strong  enough  to  attempt  such  a  thing,  scholarship  stands 
higher,  and  scholars  are  better  treated,  than  in  this  country.  If 
you  have  no  interest  beyond  your  own  incomes  and  consumers' 
satisfactions,  why  should  any  of  you  bestir  yourselves  to  repel 
an  invasion?  And  yet,  with  this  argument  fully  in  mind,  I  venture 
to  say  that  at  least  ninety-nine  out  of  a  hundred,  even  of  your 
class,  would  bestir  themselves  and  make  considerable  sacrifices  to 
prevent  such  a  thing  from  happening.  The  hundredth,  if  there  be 
one,  would  be  about  as  popular  as  a  copperhead  was  in  the  North 
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at  the  end  of  the  Civil  War.  The  ninety  and  nine  would  be 
tempted  to  classify  him  as  a  white-livered  scoimdrel.  While  the 
idea  might  be  correct,  the  nomenclature  would  not  be  strictly 
scientific.  It  would  be  better  to  call  him  the  kind  of  philosopher 
to  whom  nationality  is  a  pet  abomination. 

There  is,  however,  one  small  class  who  alone  would  lose  heavily 
by  a  foreign  conquest.  This  class  is  made  up  of  sundry  gentlemen 
in  Washington  and  various  other  capitals  now  holding  jobs  and 
receiving  salaries  which,  though  not  large,  are  as  a  rule  larger 
than  those  same  gentlemen  could  earn  elsewhere.  They  would 
most  certainly  be. turned  adrift  and  their  places  filled  by  repre- 
sentatives of  the  conquering  power.  If  nobody  cared  except  they 
who  had  something  to  lose  in  the  way  of  income,  these  gentlemen 
would  naturally  be  most  vitally  interested.  They  who  think  and 
talk  only  in  terms  of  full  dinner-pails  and  easy  hours  would  doubt- 
less say  that  these  gentlemen  were  merely  afraid  of  losing  their 
jobs. 

But  should  the  rest  of  us  care?  We  should.  We  do  not  look 
cynically  upon  those  gentlemen  merely  as  the  holders  of  easy  jobs 
and  the  receivers  of  fat  salaries,  though  their  jobs  and  their  in- 
comes do  undoubtedly  mean  as  much  to  them  as  ours  do  to  us. 
We  look  upon  them  rather  as  trustees  of  our  national  interests 
and  the  agents  for  the  carrying  out  of  our  national  aspirations. 

The  sentiment  of  nationality  is  as  real  as  hunger,  thirst,  or 
family  affection,  and  like  them  it  supplies  us  with  a  motive  which 
impels  us  to  a  proper  functioning.  Indeed,  there  is  a  pretty  close 
parallelism  between  family  sentiment  and  national  sentiment  as  a 
motive  for  fimctioning.  To  one  who  possesses  neither  it  would 
appear  rather  stupid  to  deprive  one's  self  of  consumers'  satisfac- 
tions merely  to  provide  means  for  the  support  of  a  family.  A 
man  whose  interests  do  not  extend  beyond  a  full  belly  and  a  short 
working  day  would  see  no  reason  why  he  should  sacrifice  these 
interests  merely  in  order  that  his  species  might  survive.  The 
number  of  men  who  desert  their  families  and  the  larger  number 
who  have  no  families  at  all,  are  proof  that  there  are  considerable 
numbers  who  reason  that  way.  There  may  be  some  moral  philoso- 
phers among  them  to  whom  family  sentiment  is  a  pet  abomination. 
Why  should  not  a  sentimentalist  of  the  same  shallow  type  as  the 
one  referred  to  above  advise  all  such  men  not  to  sacrifice  anything 
for  such  an  absurd  sentiment  as  family  affection,  telling  them  that 
they  have  "nothing  to  lose  but  their  chains." 
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However,  it  would  probably  not  be  very  difficult  to  convince  the 
average  audience  that  family  affection  really  has  a  place  in  the 
economy  of  nature.  It  seems  to  supply  a  motive  which  leads  men 
to  do  what  would,  without  it,  be  contrary  to  their  individual  or 
particular  interests,  in  favor  of  the  interest  of  the  species.  The 
future  members  of  our  race  have  a  vital  interest  in  what  we  do, 
but  they  have  no  voice  to  persuade  us,  or  bribe  to  offer  us.  They 
have,  nevertheless,  an  advocate  with  us,  to  appeal  powerfully  to 
our  wills  to  persuade  us  to  do  what  is  necessary  for  their  salvation. 
That  persuasive  advocate  is  domesticity. 

It  seems  to  have  been  pretty  well  demonstrated  that  the  hiunan 
race  succeeds  better  when  it  himts  in  packs  or  works  in  groups 
than  when  it  himts  or  works  as  individuals.  In  the  long  run,  the 
well-being  of  the  species  seems  to  depend  about  as  definitely  upon 
the  existence  of  some  large  group,  variously  called  state  or  nation, 
as  upon  the  small  group  called  the  family.  Without  a  sentiment 
of  nationality  it  would  be  about  as  difficult  to  preserve  the  larger 
group  as  it  would  be  to  preserve  the  smaller  group  without  a  senti- 
ment of  domesticity.  They  who  lack  national  sentiment  find  it  as 
difficult  to  frame  arguments  in  favor  of  sacrificing  individual  for 
national  interests  as  they  who  lack  family  sentiment  find  it  to 
frame  arguments  in  favor  of  sacrificing  individual  for  family  inter- 
ests. In  neither  case  do  men  find  themselves  wise  enough  or  virtu- 
ous enough  to  safeguard  the  future  interests  of  mankind.  Lack- 
ing these  sentiments,  they  build  only  as  well  as  they  know ;  possess- 
ing them,  they  build  better  than  they  know. 

Even  though  we  possess  the  family  sentiment,  few  of  us  are  wise 
enough  to  plan  as  wisely  for  our  descendants  three  generations  in 
the  future  as  we  do  for  ourselves.  None  of  us  is  wise  enough  to 
plan  for  those  who  are  to  live  a  hundred,  or  even  ten,  generations 
hence.  The  feebleness  and  shortsightedness  of  the  intellect  is  here 
supplemented  by  the  generous  sentiment  of  nationality.  It  is 
through  this  sentiment  that  we  are  led,  "as  by  an  invisible  hand,*' 
to  safeguard  the  interests  of  that  vast  majority  which  never  votes 
for  the  excellent  reason  that  it  is  not  bom  yet.  Without  this 
sentiment  we  should  each  of  us  join  in  the  query.  What  has  pos- 
terity ever  done  for  me  that  I  should  do  anything  for  posterity? 
Self-interest,  even  when  widened  so  as  to  include  one's  own  im- 
mediate flesh  and  blood,  will  not  lead  us  to  safeguard  the  inter- 
ests of  that  vast  unborn  majority.  The  sentiment  of  nationality, 
the  love  of  country,  pride  in  its  growth  and  prosperity,  the  desire 
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to  see  it  grow  and  hold  an  honorable  place  among  the  nations  of 
the  earth,  these  are  the  salvation  of  those  voiceless  generations 
whose  prosperity  and  happiness  for  centuries  to  come  depend  upon 
what  we  do  here  and  now. 

It  must  be  admitted,  however,  that  there  are  perversions  of  the 
national  sentiment  as  there  are  perversions  of  hunger,  thirst,  and 
sex.  But  it  ought  not  to  be  di£Bcult  to  distiiiguish  between  the 
perversion  of  an  instinct  and  the  instinct  itself.  ^^Does  not  war 
proceed  from  national  sentiment?"  is  sometimes  asked  by  the  mea 
and  women  who  have  forgotten,  if  they  ever  knew,  that  wars  were 
more  frequent  and  more  continuous  before  such  a  thing  as  nation- 
ality or  national  sentiment  existed  than  they  are  now.  It  is  prob- 
ably true,  however,  that  when  it  does  come,  a  war  between  highly 
organized  and  powerful  nations  is  more  terrific  than  one  between 
weak  and  disorganized  hordes  with  little  national  consciousness. 
If  a  powerful  national  sentiment  is  a  factor  in  building  a  powerful 
and  prosperous  nation,  and  such  a  nation  is  therefore  capable  of 
carrying  on  a  terrific  war,  there  may  then  be  said  to  be  a  connec- 
tion between  a  strong  national  sentiment  and  the  terrific  character 
of  a  modem  war.  But  shall  we  surrender  the  power  and  pros- 
perity which  come  from  a  compact  and  weU  organized  national 
life,  and  grow  weak  and  unprosperous,  merely  in  order  that  we 
may  not  be  able  to  wage  war  on  such  a  scale  and  with  such  de- 
structiveness  as  that  which  the  world  is  now  witnessing?  Before 
a  war  can  be  carried  on  on  a  vast  scale  there  must  be  vast  power 
and  resources,  both  in  men  and  the  products  of  the  mind.  Before 
it  can  be  very  destructive  there  must  be  something  to  destroy  as 
well  as  something  to  be  used  in  destruction.  To  propose  to  divest 
humanity  of  all  national  sentiment  in  order  to  save  it  from  the 
havoc  of  war  is  about  as  reasonable  as  to  divest  it  of  appetite  in 
order  to  save  it  from  the  perversions  of  appetite. 

"Where  there  is  no  vision,  the  people  perish.'*  This  is  said  to 
be  a  bad  translation.  "Where  there  is  no  vision  the  people  be- 
come disorganized,  or  throw  oS  restraint,"  is  said  to  be  more  ac- 
curate, but  it  may  mean  much  the  same  thing.  If  they  become 
disorganized,  if  they  throw  off  restraint,  if  they  will  not  subject 
themselves  to  discipline,  they  will  grow  weak.  In  the  eternal  pro- 
cess of  trial  and  rejection,  of  survival  and  extinction,  by  which 
every  step  in  progress  thus  far  in  this  unfinished  world  has  come 
about,  weakness  means  death.  This  applies  not  to  plant  and 
animal  forms  alone,  but  to  social  institutions,  moral  systems. 
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forms  of  goTemment,  tribes  and  nations  of  men  as  well.  Can 
democracy  discipline  itself  and  fit  itself  to  meet  this  test?  If  not, 
democracy  can  no  more  survive  than  could  any  of  the  other  thou- 
sand and  one  organisms  that  have  become  extinct  through  their 
inability  to  meet  the  conditions.  The  world  has  always  been  ruled 
by  the  disciplined  nations,  and  unless  there  is  a  complete  reversal 
of  the  process,  it  will  be  ruled  by  them  to  the  end  of  time.  If 
democrats  can  discipline  themselves  as  well  as  rulers  can  discipline 
their  subjects,  then  democracy  may  survive ;  otherwise  not. 

There  is  no  motive  known  to  any  student  which  will  compel  a 
whole  democracy  to  discipline  itself,  except  a  powerful  national 
sentiment.  The  individuals  must  all,  with  one  accord,  care  and 
care  intensely  for  the  same  thing.  This  and  this  alone  will  enable 
each  person  to  subject  his  interests  to  the  good  of  the  whole,  and 
the  lesser  interest  of  the  present  to  the  larger  interest  of  the 
future.  Only  they  to  whom  Webster's  words  on  Union  and  Liberty 
meant  something  for  which  they  cared  considerably  were  prepared 
to  hazard  their  lives  for  that  something.  Only  they  who,  like 
Milton,  see  in  their  minds  ^^a  great  and  puissant  nation,"  have 
the  vision  which  keeps  men  from  becoming  demoralized,  from 
throwing  off  restraint,  from  becoming  undisciplined.  Without 
this  endurance  of  restraint — ^without  this  self-discipline — the  peo- 
ple perish. 
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LANDED  PROPERTY  AS  AN  ECX)NOMIC  CONCEPT  AND 
AS  A  FIELD  OF  RESEARCH 

By  RicHAED  T.  Ei.Y 
The  Umversity  of  Wisconsin 

We  are  face  to  face  with  the  gravest  economic  problems  arising 
out  of  landed  property;  and  when  we  turn  to  economic  treatises 
we  find  little  to  help  us  in  their  solution.  These  problems  lie  at 
the  very  foundation  of  our  economic  life,  and  yet  we  economists, 
who  should  see  a  little  farther  ahead  than  others  and  a  little  more 
clearly,  seem  strangely  unconcerned.  It  has  been  generally  sup- 
posed by  thinkers  that  private  property  in  land  has  been  a  bul- 
wark of  political  liberty,  because — so  the  argument  runs — ^it  has 
developed  a  strong  class  of  men  who  have  loved  liberty  and  at  the 
same  time  it  has  given  them  a  firm  foimdation  upon  which  they 
could  stand  in  successful  opposition  to  tyranny.  Land,  privately 
owned,  is  security  for  loans  in  the  United  States  which  aggregate 
billions  of  dollars  and  which  supply  lifeblood  to  our  industries. 
Private  property  in  land  is  the  foundation  of  the  building  and 
loan  associations  of  this  country  which  probably  are  furnishing 
more  people  with  homes  of  their  own  than  any  other  single  agency. 
It  is  generally  believed  that  these  homes  give  their  owners  a  socially 
precious  stake  in  the  community  and  that  they  are  a  powerful 
force  in  making  their  owners  good  citizens.  In  other  ways  land, 
privately  owned,  increases  the  number  of  home-owners.  Proceed- 
ing individually  without  the  aid  of  building  and  loan  associations, 
we  find  in  every  nook  and  comer  of  our  land  men  and  women, 
young  and  old,  using  land  as  an  aid  in  securing  homes  of  their 
own  and  improving  their  economic  position.  The  young  man  who 
buys  a  building  site,  gradually  pays  for  it,  borrows  money  upon 
the  site  as  security,  builds  a  home  and  then  gradually  pays  for  it 
and,  at  the  same  time,  develops  a  firm  character,  is  typical  in  our 
country.  While  there  may  be  here  and  there  a  city  like  New 
York  where  conditions  are  very  unusual  and  where  this  young 
man  is  not  typical,  he  is  so  generally.  In  villages  and  smaller 
cities  certainly  observation  would  indicate  that  this  man  is  a  type 
of  those  who  are  acquiring  a  competency.  Land  is  a  kind  of  in- 
vestment open  to  all,  to  workingmen,  to  professional  men  and  to 
women.  It  involves  less  that  is  hidden  and  mysterious  than  per- 
haps any  other  kind  of  investment  that  could  be  named.  It  en- 
courages saving  above  all  other  kinds  of  property. 
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Landed  property  affords  joy  to  those  who  acquire  it.  What 
satisfaction  does  the  married  couple  take  in  the  farm  or  home  at 
last  all  paid  for!  What  pleasure  in  looking  back  on  the  road 
which  has  been  traveled  step  by  step,  even  if  some  of  the  steps 
have  involved  painful  self-sacrifice!  The  world  over  the  goal 
stimulates  and  encourages  effort  in  reaching  it.  Typical  is  the 
description  of  the  Rumanian  peasants  in  a  recent  article :  "They 
are  frugal  and  sober.  The  one  great  dream  each  cherishes  is  to 
possess  the  ground  he  tills  and  call  it  his  own." 

Landed  property  is  bound  up  inextricably  with  philanthropic 
endowments  of  all  kinds.  Our  colleges  and  universities,  our  hos- 
pitals, our  institutions  of  research  have  their  property  largely 
invested  in  land  directly,  or  indirectly  through  securities  which 
rest  upon  land  as  their  basis. 

Now  I  have  not  intended  to  make  an  argument  for  landed  prop- 
erty. I  have  described  things  as  they  are.  I  have  given  certain 
aspects  of  landed  property  only;  and  present  arrangements  may 
conceivably  all  be  changed  and  that  to  the  advantage  of  society ; 
but  surely  it  should  not  be  done  without  careful,  scientific  investi- 
gation. Money  is  being  spent  by  the  hundreds  of  thousands  to 
destroy  landed  property  by  taking  away  its  value,  that  is  to  say, 
by  taking  the  meat  out  of  the  nut  and  leaving  only  the  empty  shell. 
If  the  value  goes,  property  in  the  economic  sense  disappears  and 
our  courts  rightly  hold  that  to  take  value  destroys  property  in 
the  legal  sense  also.  While  this  agitation  against  landed  prop- 
erty is  going  on  next  to  nothing  is  being  spent  for  investigation. 

Thomas  Arnold  once  said,  "A  faulty  political  economy  is  the 
fruitful  parent  of  crime."  However  that  may  be,  a  faulty  politi- 
cal economy  is  a  cause  of  disaster-spreading,  misery-producing 
mistakes  in  practical  affairs,  and  this  is  illustrated  by  the  imper- 
fection of  our  methods  in  dealing  with  land. 

Economic  theory  has  at  previous  meetings  of  this  Association 
been  presented  as  in  a  sad  condition  with  us.  We  have  been 
moved  by  eloquent  lamentations  on  account  of  our  failure  to  make 
progress  in  theory.  But  I  fear  we  have  had  a  false  idea  of  theory ; 
or,  if  I  may  use  such  an  expression,  we  have  had  an  unscientific 
theory  of  theory.  We  have  been  seeking  easy  explanation  and 
simple  generalizations  where  in  the  nature  of  the  case  they  cannot 
exist.  We  seek  in  a  theory  of  rent  one  general  principle  which 
will  solve  our  land  problems.  We  hear  even  of  a  theory  of  distri- 
bution.   But  such  a  theory  of  rent  is  an  impossibility,  and  still  less 
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is  it  possible  to  find  a  theory  of  distribution.  Sometimes  I  fear 
we  come  dangerously  near  the  position  of  the  medical  quack  who 
has  his  panacea  for  all  the  iUs  of  our  body.  Our  life  is  complex 
and  daily  increases  in  complexity.  No  one  explanation  of  our  life 
can  be  adequate ;  no  one  theory  can  do  more  than  help  a  little  bit 
or  perhaps  sometimes  a  big  hit.  Many  theories  axe  required  to 
explain  any  large  part  of  our  economic  life  and  every  method  must 
be  employed  to  aid  us  in  our  comprehension  of  scientific  truth  and 
in  the  discovery  of  practical  measures. 

The  founders  of  our  science,  when  life  was  comparably  simple, 
gave  us  certain  very  helpful  theories  which  were  a  good  beginning ; 
but  we  have  often  treated  their  work  as  an  end  rather  than  a 
beginning. 

We  should  now  clearly  recognize  that  theory  in  the  old  sense 
belongs  to  the  past  and  the  search  for  it  is  like  the  search  for  the 
elixir  of  life.  No  simple  deductive  processes  can  ever  terminate 
in  easy  and  adequate  theoretical  explanations  of  economic  life 
which  will  furnish  solutions  of  practical  problems.  Let  us  sup- 
pose that  some  one  comes  forward  with  a  theory  of  your  individual 
life,  which  at  the  same  time  explains  it  and  gives  guidance  for 
your  life  problems.  What  do  you  think  of  him?  You  waste  no 
time  in  refuting  him.  It  is  not  worth  while  to  listen,  after  you  once 
understand  he  is  off^ering  a  panacea.  Yet  in  the  infinitely  greater 
complexity  of  social  life,  into  which  flow  millions  of  individual 
lives,  people  still  pay  attention  to  men  who  in  a  single  pamphlet 
deduce  conclusions  based  on  assumed  natural  laws  that  ofi^er  us 
formulas  for  the  solution  of  the  greatest  economic  problems  of 
our  time. 

The  economists  have  very  generally  talked  about  land  as  if  it 
were  one  simple  thing,  and  that  thing  a  combination  of  natural 
forces,  offering  to  men  productive  powers  unequal  in  excellence 
and  so  limited  as  to  all  the  better  offerings  that  a  price  is  paid 
for  their  use.  Land  has  been  regarded  as  a  factor  in  production 
and  a  producer  of  rent.  It  has  been  regarded  as  a  unity.  Search 
your  Adam  Smith,  your  Ricardo,  your  John  Stuart  Mill  and  even 
Marshall,  and  you  will  find  land  regarded  simply  as  land ;  although 
Marshall  does  make  progress  in  recognizing  the  complexity  of 
rights  in  the  sense  that  land  values  may  have  many  different 
owners. 

But  what  can  we  as  a  matter  of  fact  say  about  land  as  land? 
Very  little.    We  begin  to  make  progress  only  as  we  classify  land. 
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and  it  is  the  attempt  to  reach  generalizations  for  land  as  land 
which  has  led  us  into  scientific  error  and  mistaken  policies.  What 
can  we  say  about  land  as  land?  Shall  we  say  that  it  should  be 
privately  owned?  That  is  contradicted  by  the  experience  of  the 
world?  It  would  lead  to  despotism  without  parallel.  Shall  we 
say  that  land  should  be  publicly  owned?  For  some  kinds  of  land, 
private  ownership  has,  the  world  over,  produced  by  far  the  better 
results.  Shall  we  say  that  land  ought  to  be  property  at  all?  The 
vast  bodies  of  water  on  the  earth  are  free  goods  and  not  property, 
and  the  world  will  never  consent  to  their  becoming  property.  It  is 
difficult  to  make  many  generalizations  that  apply  to  land  simply 
as  land.  Economists  have  often  said  that  common  property  in 
land  belongs  to  the  past ;  and  that  we  must  solve  the  problem  of 
the  North  American  Indian  by  getting  away  from  it.  Possibly 
the  conclusion  may  be  correct,  so  far  as  the  Indian  is  concerned, 
possibly  incorrect;  but  the  generalization  is  over-hasty  for  to  a 
limited  extent  it  is  revived  as  a  part  of  the  most  modem  land 
reform  in  Ireland.  And  in  Wyoming  we  find  a  commission  includ- 
ing that  high  authority.  Professor  Elwood  Mead,  with  his  rich 
experience,  recommending  as  a  part  of  his  plans  for  the  develop- 
ment of  agriculture  in  that  arid  region,  that  the  grazing  land  on 
the  public  range  should  not  be  allowed  to  become  private  prop- 
erty, but  public  property  regulated  with  reference  to  certain 
specific  ends  to  be  accomplished.  Such  regulation  is  to  mean  a 
return  to  conmion  grazing  rights,  somewhat  like  those  on  the 
common  fields  of  England;  but  to  use  the  English  phrase,  the 
rights  must  be  "stinted,"  not  "unstinted.''  Therefore,  stinted 
common  rights  are  advocated  as  a  part  of  twentieth  century  land 
reform. 

Property  in  general  means  exclusive  control  vested  in  some 
person  or  legal  entity,  private  or  public.  Landed  property  means 
exclusive  control  lodged  somewhere  with  respect  to  land.  The 
desirable  control  must  necessarily  vary  with  the  nature  of  the 
thing  or  things  to  be  controlled.  Now  land  exists  in  very  great 
variety  and  an  adequate  definition  of  land  must  bring  out  this 
variety.  We  shall  do  well  to  seek  the  help  of  our  law  books,  be- 
cause dealing  with  land  in  the  concrete  the  law  cannot  avoid 
noticmg  the  complexity  of  forces  embraced  in  land. 

Let  us  turn  to  Tiedeman's  Real  Property  for  a  legal  definition 
of  land.  "Land,"  writes  Tiedeman,  "is  the  soil  of  the  earth,  and 
includes  everything  erected  upon  its  surface,  or  which  is  buried 
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beneath  It.  It  extends  in  theory  mdefinitely  upward,  usque  ad 
coelum,  and  downward,  u^sque  adorcwm.  Under  the  term  land, 
therefore,  are  included  the  buildings,  made  so  under  the  doctrine 
of  accession,  and  the  trees  and  other  things  growing  upon  the 
land,  under  the  doctrine  of  acquisition  by  production,  as  well  as 
the  minerals  which  may  be  embedded  in  the  earth.  If  water  runs 
over  the  land,  the  ownership  of  the  land  gives  a  right  to  the  use  of 
the  water,  but  does  not  create  therein  a  permanent  right  of  prop- 
erty.   The  property  consists  in  the  use.*'^ 

Let  us  add  what  the  same  author  says  about  the  elements  com- 
posing land,  in  order  to  give  a  fuller  idea  of  the  contents  of  this 
legal  concept:  "The  term  *land,*  in  its  broadest  sense,  includes 
not  only  all  substances  comprising  part  of  the  solid  body  of  the 
earth,  but  all  fluids  and  gases,  metallic  and  non-metallic  sub- 
stances, located  beneath  the  surface  of  the  soil,  as  well  as  the 
soil  and  subsoil  upon  and  immediately  beneath  the  surface  of  the 
earth,  and  the  erections  on  the  surface,  of  a  permanent  and  fixed 
character.  The  solid,  crystalline  bodies,  forming  part  of  the  sub- 
stance of  the  earth,  and  the  liquids  and  gases,  which  do  not  possess 
a  definite  geometric  form,  that  are  put  to  commercial  uses,  because 
of  their  value  to  mankind,  are  generally  denominated  ^minerals,' 
to  distinguish  them  from  the  soil  and  subsoil  and  other  elements 
of  the  term  *land'  possessing  no  peculiar  value."* 

Economists  have  given  little  attention  to  definitions  of  land, 
ofiliand  assertion  of  its  equivalence  to  forces  of  nature  having 
generally  sufficed.  Nevertheless  by  implication  economics  carries 
its  analysis  in  some  respects  further  than  the  legal  defmition  cited, 
for  it  restricts  land  in  its  narrowest  sense  to  nature  and  her 
works,  and  adds  on  to  those  gifts  of  nature  such  products  of  man 
as  become  indistinguishably  blended  with  the  land.  The  thought 
of  the  economist  has  been  the  distinction  between  the  gifts  of 
nature  and  the  products  of  man's  toil.  The  economist  would 
then  call  the  house,  the  bam,  capital — things  produced  by  man 
aided  by  nature — and  would  exclude  these  from  land.  On  the 
other  hand,  the  economic  idea  is  in  harmony  with  the  legal  con- 
cept in  including  minerals,  fluids,  and  gases;  and  it  looks  upon 
water  as  a  part  of  land,  regardless  of  its  ownership.  Also  we 
may  notice  that  to  an  increasing  extent  land  as  treated  in  law 
for  many  purposes  follows  the  economic  analysis,  for  example, 
in  taxation. 

1  Tiedeman,  Real  Property,  %  9, 

2  Ibid.,  §  3. 
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As  already  stated,  the  economist  often  uses  the  term  natural 
agents  as  the  equivalent  of  Ifloid.  This  generally  accepted  eco- 
nomic idea  of  land  finds  adequate  expression  in  these  words  of 
Professor  Alfred  Marshall:  "By  land  is  meant  the  material  and 
the  forces  which  nature  gives  freely  for  man's  aid,  in  land  and 
water,  in  air  and  light  and  heat.'*' 

As  land  embraces  so  many  different  materials  and  forces,  it 
can  be  resolved  into  elements  both  for  scientific  treatment  and  for 
legal  ownership.  This  Tiedeman  points  out  very  clearly  in  these 
words:  "Formerly,  when  one  owned  the  surface  of  the  earth,  he 
was  held,  in  law,  to  own  an  estate  which  extended  to  the  center  of 
the  earth,  but  now  the  surface  of  the  land  may  be  separated,  by 
a  distinct  title,  from  the  different  strata  underneath  it  and  there 
may  be  as  many  owners  as  there  are  strata.  Not  only  may  there 
be  separate  titles  to  the  elements  that  compose  the  soil,  but  there 
may  be  distinct  ownership  in  the  different  descriptions  of  miner- 
als, or  in  different  deposits  or  strata  of  the  same  kind  of  mineral. 
For  instance,  one  person  may  own  the  iron  ore  and  another  the 
lead,  contained  in  the  same  tract  of  land,  and  a  third  party  can 
own  one  section  or  stratum  of  coal  and  a  fourth  hold  the  title  to 
another  distinct  seam  of  the  same  mineral,  while  neither  may 
possess  the  title  to  the  surface  of  the  land."* 

Now  as  land  includes  so  many  kinds  of  forces  and  materials, 
it  would  seem  that  the  form  of  control  suitable  for  one  kind  of 
land  or  forces  and  materials  of  owe  sort  would  not  be  suitable  for 
another  sort ;  and  that  consequently  we  must  classify  land.  Such 
is  the  case,  and  classification  of  land  is  the  first  step  in  any  satis- 
factory treatment  of  land  after  we  have  some  preliminary  idea  of 
what  land  and  property  signify  as  legal  and  economic  concepts. 

The  varieties  in  land  are  so  great  as  to  render  it  out  of  the 
question  to  give  in  brief  compass  an  adequate  classification. 
Notice  the  word  used  is  adequate,  not  complete,  for  so  many  and 
varied  are  the  uses  of  land  that  it  is  impossible  to  make  a  com- 
plete classification  of  land  varieties  of  a  great  nation,  still  less  of 
the  world.  But  a  classification  which  is  adequate  for  most  theo- 
retical and  practical  purposes,  we  may  designate  as  adequate  or 
"sufficient,"  taking  the  last  designation  from  Wakefield,  who  made 
80  much  of  his  "sufllcient  price"  for  land ;  neglecting  however,  to 
accompany  the  sufficient  price  with  the  sufficient  classification. 
But  what  is  a  sufficient  classification  at  one  time  is  insufficient  at 

3  Marshall,  Principles  of  Economics  (5th  ed.),  Bk.  IV,  Ch.  I,  8  h  p.  138 
« Tiedeman,  Real  Property,  §  6. 
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another.  In  fact,  we  may  lay  it  down  as  a  general  law  that  the 
higher  the  stage  of  economic  evolution  and  the  more  intensive  the 
utilization  of  land,  the  m^re  highly  developed  must  be  the  classi- 
fication of  land,  if  it  is  to  be  a  sufficient  classification.  Now 
landed  property  as  an  economic  concept  must  be  large  enough  to 
make  provision  for  all  the  varieties  of  land;  in  other  words,  it 
must  be  a  very  complex  concept.  If  the  definition  itself  does  not 
suggest  the  great  number  of  separate  things  embraced  in  it,  ex- 
planation accompanying  the  definition  should  bring  this  out. 

The  second  part  of  this  paper  deals  with  land  as  a  field  of  re- 
search, and  this  must  be  preceded  by  classification,  for  every 
kind  of  land  has  its  own  problems  for  research;  and,  so  far  as 
research  is  concerned,  to  use  an  appropriate  figure,  we  have 
scarcely  scratched  the  ground. 

It  has  been  stated  that  comparatively  little  can  be  said  about 
land  as  land.  This  has  special  application  to  land  policies,  and  is 
true  as  a  broad  general  statement.  Nevertheless,  the  discussions 
of  economists  enable  us  to  formulate  generalizations  of  signifi- 
cance concerning  land  as  a  great  economic  category,  alongside  of 
capital,  labor,  and  enterprise.  As  a  beginning  of  a  treatment  of 
landed  property,  we  must  direct  our  attention  to  the  peculiarities 
of  land,  especially  as  contrasted  with  capital  goods ;  or,  to  avoid 
any  controversy  with  some  of  my  friends  at  this  point,  let  us  say 
other  capital  goods.  Here  we  consider  the  original  gifts  of  nat- 
ure, their  unequal  distribution,  their  limitations  both  with  respect 
to  quality  and  quantity,  the  immobility  of  land,  its  relative  and 
in  some  respects  even  its  absolute  permanence,  etc.  All  this  is 
omitted  from  further  discussion  here  sjid  now,  as  it  is  familiar 
ground. 

It  cannot  be  said  that  land  has  been  absolutely  without  classi- 
fication in  the  United  States.  Some  distinction  has  always  been 
made  between  mineral  land  and  other  Ifloids,  and  our  fundamental 
law  has  excluded  from  private  ownership  navigable  waters. 

In  1878  Major  J.  W.  Powell,  as  Geologist  in  Charge  of  the 
United  States  Geographical  and  Geological  Survey  of  the  Rocky 
Mountain  Region,  made  a  valuable,  perhaps  it  may  almost  be 
said  epoch-making,  "Report  on  the  Lands  of  the  Arid  Region  of 
the  United  States.''  In  this  report  Major  Powell  made  a  broad 
distinction  between  the  land  of  the  arid  region  and  the  land  of 
the  humid  region,  setting  the  limit  roughly  at  twenty  inches  of 
rainfall  but  calling  attention  to  the  fact  that  we  must  consider 
the  distribution  of  the  rainfall  as  well  as  its  amount.     He  at- 
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tempts  no  classification  of  the  Yejida  of  the  humid  region,  but 
divides  the  lands  of  the  arid  region  into  irrigable  lands,  timber 
lands,  and  pasture  lands. 

President  Van  Hise  in  his  book  on  the  Conservation  of  Natural 
Resources  divides  land  into  three  classes,  basing  his  classification 
upon  those  characteristics  which  naturally  attract  the  attention 
of  the  geologist.    His  classes  are: 

1.  Areas  of  crystalline  and  sedimentary  rocks 

2.  Plains^  plateaus^  and  mountains 

8.  Areas    classified    with    reference    to    the    covering    which    was 
originally  upon  them 

By  a  combination  of  these  factors  of  rock,  elevation,  and  cover- 
ing, he  divides  the  lands  of  the  United  States  into  eight  provinces : 

1.  The  Atlantic  and  Gulf  Plains 

2.  The  Eastern  Ancient  Plateaus 

3.  The  Appalachian  Ranges^  Allegheny  Plateaus,  and  Ozarks 

4.  The  Lake  Plains 

5.  The  Prairie  Plains 

6.  The  Great  Plains 

7.  The  Rocky  Mountain  and  Western  Plateaus 

8.  The  Pacific  Region 

But  as  we  have  not  now  time  to  enter  into  a  discussion  of  this 
classification  and  other  classifications,  I  proceed  at  once  with  a 
classification  which  aims  to  meet  the  needs  of  economic  discussion 
and  of  the  legislator  in  our  own  day.  I  offer  the  following  classi- 
fication, hoping  that  by  suggestion  and  criticism  it  may  be  im- 
proved. Please  recall,  however,  what  I  have  already  said  about 
classification,  that  no  classification  can  be  complete.  I  am  aiming 
at  the  ^^sufficient"  classification  for  the  beginning  of  the  twentieth 
century,  and  although  it  has  particular  reference  to  the  United 
States,  it  will,  I  believe,  be  found  generally  applicable  to  all 
great  nations. 

A,     Classification  with  Respect  to  the  Water-Supply 

Taking  the  world  as  a  whole  this  is  doubtless  the  most  important 
of  all  classifications. 

I.  Land  of  the  arid  region 

1 .  Irrigable  land 

2.  Timber  land 
S.  Pasture  land 

4.  Dry-farming  land 
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This  is  the  classification  of  Major  Powell  with  dry-farming  land 
added;  and  each  one  of  these  classes  is  capable  of  subclassification; 
and  further  subclasification  is  required  as  a  necessary  step  in  the 
framing  of  land  policies. 

II.  Lands  watered  in  the  main  and  with  approximate  adequacy 
by  rainfall^  artificial  watering  playing  a  subordinate  role. 
These  are  lands  of  the  humid  region. 

The  following  classification  under  B  and  C  is  framed  mainly  with 
reference  to  lands  of  the  humid  region;  but  not  exclusively  so^  as  it 
will  be  seen  that  it  is  in  part  applicable  to  lands  of  the  arid  region. 
The  other  classifications  likewise  are  made  from  different  points  of 
view  and  apply  very  largely  to  both  land  regions. 

B.  I.  Dead  land 
II.  Living  land 

C.  I.  Land   for   sub-surface   appropriation   of   natural   gifts.     We 

have  here  to  do  with  mines. 

II.  Land  for  surface  appropriation  or  utilization 

1.  Land  for  appropriation  of  natural  gifts 

a.  Natural  forests 

b.  Natural  pastures 

c.  Land  with  surface  minerals^  or  placer-deposits 

2.  Cultivated  land 

a.  Agrarian  landed  property 

b.  Cultivated  artificial  forests 
8.  Building  sites 

4.  Highways 

a.  Of  general  use 

b.  Of  limited  use 

5.  Shore   lands^   including    riparian    rights 

6.  Land  under  water 

7.  Water 

a.  Running  streams^  brooks^  rivers 

b.  Bodies  of  water  without  a  strong  current — ponds^ 
lakes^   seas^  oceans^  etc. 

Another  classification  of  water  is  into 

a.  Tidal  waters 

b.  Non-tidal  waters 
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D.  I.  Urban  land 

This  needs  extensive  classification  in  order  to  frame  wise  urban 
land  policies.     A  rough  classification  is  as  follows: 

1.  Land  used  for  mercantile  purposes  which  is  further 
subdivided  into 

a.  Wholesale  districts 

b.  Retail  districts 

2.  Manufacturing  sections 

3.  Dwelling  zones  which  must  be  again  subdivided  with 
reference  to  the  character  of  improvement 

4.  Recreation  land 

II.  Rural  land 
This  has  already  been  sufficiently  classified  for  present  purposes. 

E,  I.  Land   which  indirectly   ministers   to   man   through   material 

products^  for  example^  agricultural  land 
II.  Land  which  direcUy  serves  man's  needs 

1.  Wild  recreation  land^  for  example^  land  which  may  be 
taken  for  such  use  from  the  government  in  Ontario^ 
Canada^  and  privately  owned.  But  much  land  of  this 
land  is  publicly  owned  also. 

2.  'Artificial  parks^  privately  or  publicly  owned 

5.  Home  lands^  surrounding  houses  and  making  a  part 
of  the  home 

F,  CUutificatton  with  Respect   to  Actual   and  Desired  Forms   of 
Ownership 

I.  Common  ownership 
II.  Private  ownership 

1.  Individual 

2.  Collective,  for  example,  of  corporations 

III.  Public  ownership 

G.  Classification  with  Respect  to  Excellence 

I.  Land  of  the  first  class 
II.  Land  of  the  second  class,  etc. 

As  population  develops  and  utilization  becomes  more  intensive, 
the  quality  classes  should  increase.  In  a  country  like  the  United 
States,  there  should  be  probably  well  over  thirty  quality  classes. 
An  advanced  policy  of  limitation  of  private  land  ownership,  as  in 
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New  Zealand,  must  be  based  on  such  a  classification.  In  New 
Zealand  the  aim  of  land  legislation  is  to  limit  the  amount  of  arable 
land  one  person  may  own  to  four  hundred  acres  of  land  of  the 
first  class.  Obviously  to  limit  area  without  reference  to  quality 
shows  either  heedlessness,  as  in  the  United  States  laws  concerning 
homesteads,  or  it  indicates  the  absence  of  common  sense;  and  in 
either  case  the  results  are  disastrous. 

This  classification,  as  well  as  all  the  others,  implies  a  thorough- 
going economic  survey ;  one  of  the  biggest  undertakings  now  to  be 
placed  before  the  American  people ;  a  measure  essential  to  conser- 
vation, growth,  and  the  formulation  of  land  policies ;  a  necessary 
condition,  therefore,  of  our  permanent  prosperity. 

We  turn  now  to  the  second  part  of  our  paper,  which  deals  with 
landed  property  as  a  field  of  research.  We  can  take  this  up  from 
various  points  of  view.  I  have  a  list  of  over  one  hundred  topics, 
each  of  which  ofi^ers  a  field  of  research,  and  this  list  could  be  ex- 
tended indefinitely.  Some  idea  of  the  scope  of  the  field  of  research 
is  perhaps  afforded  by  the  rough  classification  of  topics  which 
I  have  made  for  the  use  of  my  own  students. 

/.  Topics  Connected  with  Terminology 
These  topics  are  largely  theoretical,  but  they  all  have  their 
practical  bei^ring.  Professor  Fetter  says  with  respect  to  the  term 
rent :  "A  restricted  meaning  has  long  been  applied  by  economists 
to  the  words,  the  income  yielded  by  lands,  etc.  This  was  put  in 
contrast  with  interest  for  money  and  capital,  and  with  wages  of 
labor.  This  meaning  is  now  being  abandoned  by  economic 
students.'* 

The  purpose  of  the  investigation  suggested  by  this  topic  is  to 
ascertain  the  facts  in  our  own  and  other  countries,  to  show  any 
evolutionary  changes  in  usage  in  the  term  "rent"  and  to  attempt  to 
show  the  significance  of  the  use  of  the  term.  Naturally  the  man 
in  the  market  place,  as  well  as  the  man  of  science,  would  be  inter- 
rogated as  to  his  use  of  the  term. 

The  use  of  the  term  rent  to  indicate  a  privileged  position  is 
also  a  topic  worthy  of  investigation  and  one  which  comes  under 
terminology. 

//.  Problems  of  an  Historical  Nature 
These  topics  can  be  further  subdivided  into: 
1.  Those  that  relate  to  actual  historical  evolution,  for  example, 
the  order  of  utilization  of  the  various  grades  of  land ;  also  topics 
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which  relate  to  the  historical  development  of  land  policies  in  dif- 
ferent countries,  for  example,  England,  Germany.  Here  one 
naturally  thinks  of  the  work  of  Stein  and  Hardenberg  in  Germany. 
i.  Topics  relating  to  the  history  of  theories,  for  example,  this 
topic :  How  much  in  the  theory  of  rent  as  stated  by  Adam  Smith 
has  stood  the  testt)f  experience? 

///.  Other  Theoretical  QiLestions 
Here  we  have  to  do  with  such  topics  as  custom  and  competi- 
tion and  their  influence  on  the  rent  and  price  of  land,  the  law  of 
diminishing  returns,  agricultural  rent,  and  marginal  land. 

IV.  Conservation  Topics 
Some  work  has  been  done  in  this  field,  but  after  all  little  as 
compared  with  what  needs  to  be  done.  We  have  under  conserva- 
tion such  topics  as  these:  To  what  extent  is  there  a  conflict  of 
interest  between  the  private  owner  of  land  and  society  when  we 
consider  landed  property  from  the  point  of  view  of  conservation? 
And  the  remedy?  and.  To  what  extent  do  the  interests  of  present 
and  future  generations  conflict  in  conservation  policies  ? 

F.  Socialization  of  Land 

Socialization  means  making  the  land  subserve  social  purposes 
to  an  increasing  extent.  This  can  be  done  through  public  owner- 
ship, and  public  ownership  may  be  that  of  a  nation,  state,  city,  etc. 

Socialism  proposes  one  plan  for  a  complete  socialization,  and 
Henry  Greorge  in  his  single  tax  recommends  another  method  of 
socialization.  The  topic,  How  shall  we  combine  public  and  private 
ownership  in  order  best  to  socialize  the  land?  suggests  a  very 
large  field  of  research. 

Hairy  Greorge  and  his  followers  talk  much  about  bringing  the 
land  into  use  or  "opening  up  the  land."  It  is  well  worth  while  to 
investigate  "unused  natural  resources,"  and  attempt  to  develop  a 
theory  of  unused  land.  How  much  land,  after  all,  is  unused  and 
where  is  it?  This  should  be  considered  with  reference  to  older 
countries  like  Ireland  and  Grermany,  as  well  as  new  countries  like 
the  United  States  and  Australia.  For  what  is  the  unused  land 
being  held  and  in  how  many  cases  is  it  being  held  for  better  use 
than  its  possible  present  use?  How  can  we  use  the  land  in  cities 
which  is  not  built  upon?  What  are  the  various  methods  of  pre- 
venting an  undue  spreading-out  of  cities?  These  are  some  of  the 
questions  which  suggest  themselves  in  connection  with  land  with- 
held from  use  or  only  partially  used. 
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Socifitlization  of  land  does  not  mean  altogether  public  owner- 
ship, for  privately  owned  land  may  also  be  socialized;  and,  in- 
deed, there  are  various  forces  in  civilization  which  by  logical 
social  processes  tend  to  socialize  increasingly  privately-owned 
land,  as  well  as  private  wealth  in  general. 

VI.  Taxation  of  Land  amd  Other  Public  Revenues  from  Land 

This  main  classification  of  topics  suggests  many  different  lines 
of  research.  Excess  condemnation  is  one,  the  complete  or  partial 
exemption  of  improvement  on  land  from  taxation  suggests  an- 
other. Another  topic  is  this:  To  what  extent  and  under  what 
circumstances  is  it  desirable  in  cities  to  exempt  land  from  tax- 
ation in  order  to  encourage  owners  to  keep  the  land  open  and 
prevent  overcrowding? 

VIL  Relation  of  La/nd  to  the  Human  Element 

Here  we  have  many  topics  in  our  field  of  research  which  have 
been  very  inadequately  treated.  One  such  topic  is  "Agricultural 
Labor.'*  How  shall  we  secure  an  adequate  supply  of  agricultural 
labor,  and  how  shall  we  render  the  lot  of  the  agricultural  laborer 
a  desirable  one?  The  tenant  in  country  and  city  suggests  rela- 
tionships which  need  investigation.  We  need  what  is  called  the 
agricultural  ladder.  What  are  the  different  rungs  on  this  ladder, 
and  how  is  the  ascent  to  be  made  from  one  to  the  other? 

VI IL  Substitutes  for  Free  La/nd 

We  know  how  large  a  role  free  land  has  played  in  the  develop- 
ment of  the  United  States..  Free  land  is  disappearing.  What 
substitutes  can  be  devised  to  take  the  place  of  free  land?  Free 
land  has  served  as  an  option  to  countless  thousands  in  the  United 
States  and  has  given  us  a  high  margin  of  economic  production. 
But  it  is  quite  possible  for  society  to  provide  opportunities,  even 
better  than  those  which  free  land  has  afforded  in  the  past. 

IX,  Contemporary  Lamd  Policies^  Actual  and  Proposed 

Doubtless  it  would  be  easy  to  mention  forty  or  fifty  topics 
which  would  come  under  this  general  head.  One  of  the  chief  of 
these  relates  to  the  meflois  which  have  in  view  ease  of  acquisition 
of  land.  How  shall  we  open  up  the  land  to  widespread  ownership? 
Naturally  we  think  of  the  use  of  government  credit,  of  land  banks 
in  other  countries,  and  the  new  land  banks  in  this  country.  One 
very  practical  problem  is  found  in  the  investigation  of  various 
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measures  to  increase  joint  ownership  in  great  cities  where  land 
is  so  expensive  that  the  ordinary  man  is  unable  to  own  a  house 
and  lot.  Units  of  ownership  in  apartment  houses  have  been  tried 
to  a  very  limited  extent. 

The  great  work  which  is  being  done  in  countries  like  Russia, 
New  Zealand,  and  Ireland  has  received  some  attention,  but  has 
never  been  adequately  investigated.  It  is  very  interesting  and 
instructive  in  New  Zealand  to  examine  the  way  one  land  policy 
has  followed  another  until  the  freehold  has  become  dominant  and 
is  apparently  destined  to  replace  public  ownership  with  leaseholds. 
The  limitation  of  land  ownership  and  progressive  taxation  in  New 
Zealand  are  likewise  as  interesting  as  they  are  instructive. 

The  Isjid  reforms  of  Ireland  afford  as  fascinating  a  field  of  in- 
vestigation as  any  which  could  be  named.  We  observe  there  one 
land  policy  following  another  and  all  terminating  in  the  limited 
freehold,  the  resting  point  appearing  to  have  been  reached  when 
the  man  who  cultivates  the  land  has  what  is  there  called  the  eco- 
nomic holding,  namely,  land  enough  to  support  a  family  accord- 
ing to  the  received  standard  of  life. 

When  we  begin  to  investigate  the  actual  progress  of  land  re- 
form in  the  countries  named,  we  are  impressed  with  the  tremendous 
complexities  of  land  problems.  In  each  country  measurable  suc- 
cess has  been  attained,  but  it  has  been  necessary  to  move  along 
many  different  lines.  In  Ireland  the  mere  survey  of  the  land  has 
been  and  is  still  an  inmfiense  undertaking.  Educational  measures 
of  many  different  kinds  have  been  introduced  to  make  the  land 
reform  a  success.  Cooperation  under  the  leadership  of  Sir  Horace 
Plunkett  is  playing  its  part  to  improve  the  lot  of  the  farmer.  In- 
dustries have  been  and  are  being  encouraged.  The  problem  is 
complex  because  life  is  complex,  and  when  we  get  seriously  into 
the  task  of  solving  our  land  problems  we  forget  all  about  the 
simple  formulas  and  panaceas.  I  do  not  recall,  for  example, 
having  heard  the  single  tax  mentioned  while  I  was  studying  the 
land  problems  in  Ireland. 

I  want  to  lay  down  a  few  theses,  not  as  proved  generalizations, 
but  as  generalizations  to  be  tested  by  research. 

Thesis  L  The  desire  to  find  wealth  rather  than  to  create  it 
belongs  to  an  early  exploitative  stage  of  development.  People 
want  in  a  new  country  to  strike  oil,  or  to  find  gold,  and  there  is 
great  danger  of  demoralization.  We  see  this  demoralization  in 
the  United  States  in  the  attempt  of  social  reformers  to  seek  and 
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seize  some  edready  accumulated  wealth.  We  live  in  the  psychical 
stage  of  exploitation  affecting  alike  private  and  public  life.  We 
look  for  some  wealth  to  seize  instead  of  searching  for  methods  of 
bringing  in  reform  by  orderly  processes  of  law.  If  it  is  proposed 
to  have  government  ownership  of  telegraphs  and  telephones,  we 
have  among  us  a  class  of  people  who  desire  to  make  a  bargain  for 
society  by  paying  less  for  the  property  than  it  is  really  worth. 
Let  us  contrast  the  conditions  in  an  older  country,  and  take 
France  as  a  type.  As  a  recent  writer  tells  us,  ^^France  has  been 
worked  over  so  long  that  wealth  is  only  acquired  by  industry  and 
thrift.  No  Frenchman  has  ever  discovered  gold  in  his  backyard; 
none  hopes  to.  We  rely  overmuch  on  suph  luck."*  Does  this  not 
explain  Henry  Greorge's  proposal  to  take  away  land  values  with- 
out compensation?  Contrast  Henry  Greorge  in  this  particular 
with  Alfred  Russel  Wallace  who  wanted  to  nationalize  the  land 
but  with  compensation.  Consider  also  the  conservatism  of  the 
Fabian  socialists  in  England  with  respect  to  the  treatment  of 
present  owners. 

As  a  matter  of  fact,  by  the  use  of  existing  agencies,  accepted 
institutions,  and  laws,  we  may  bring  about  any  desired  changes 
through  orderly  constitutional  processes.  Vested  rights,  economic 
justice,  and  social  progress  may  all  be  harmonized. 

Thesis  II.  In  the  development  of  land  policies  there  is  no 
resting  point  until  the  freehold  is  reached.  This  is  proved  by  the 
history  of  land  tenure  in  Russia,  Ireland,  New  Zealand,  and  the 
United  States. 

Thesis  III.  When  the  freehold  is  reached,  a  remarkable  de- 
velopment of  the  social  side  of  private  property  begins  to  take 
place.  The  privately  owned  land  is  more  and  more  socialized. 
We  have  considered  some  steps  by  which  this  socialization  is  tak- 
ing place  in  New  Zealand.  Progressive  taxation  is  likely  to  be 
developed  and  aesthetic  purpose  to  be  emphasized  both  in  country 
and  city. 

Thesis  IV,  No  permanent  peace  is  obtained  until  most  of  the 
land  is  tilled  by  the  man  who  owns  it.  The  farm-owning  cultivator 
must  become  dominant  in  the  country,  and  home  ownership  in  the 
city  must  be  widespread  to  give  us  peace  and  prosperity. 

Tenancy  must  always  exist,  but  must  not  be  dominant.  Ten- 
ancy serves  two  main  purposes:  first,  it  serves  as  a  rung  on  the 

« Arthur  Billiard,  ''Our  Relations  with  France."     Atlantic  Manthljf,  No- 
vember, 1916,  p.  637. 
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ladder  upwards  to  ownership;  second,  it  serves  the  purpose  of 
those  who  in  their  own  interest  and  in  the  interest  of  society  should 
be  tenants  under  wise  direction  rather  than  owners. 

Thesis  V.  A  large  amount  of  public  ownership  of  land  both  in 
city  and  in  country  is  required.  This  is  proved  by  world  ex- 
perience. Certain  classes  of  land  should  be  publicly  owned,  for 
example,  forest  land,  mineral  treasures,  and  shore  lands.  Re- 
search will  show  and  give  us  some  approximate  idea  of  the  desirable 
extent  of  public  ownership  and  the  kind  of  public  administration 
which  will  render  public  ownership  most  fruitful. 

Many  other  theses  could  be  presented,  but  these  will  sufSce 
for  the  present. 

A  large  practical  €aid  scientific  task  has  been  outlined  in  this 
paper.  There  is  no  reason  why  all  should  not  work  at  it,  what- 
ever their  preconceived  notions  may  be.  If  the  single  taxer  is 
convinced  that  he  has  the  truth,  he  will  encourage  rather  than 
discourage  investigation  and  welcome  all  scientific  discovery. 
After  all,  there  are  points  of  agreement  and  harmony  in  this 
paper  with  the  single  taxer.  The  present  writer  feels  that  we 
owe  a  debt  of  gratitude  to  Henry  George.  We  need  not  speak 
about  liis  devotion  to  the  public  good,  about  his  integrity,  about 
his  sincerity  of  purpose ;  all  of  these  have  been  abundantly  recog- 
nized. I  think  Henry  George  is  to  be  praised  because  he  has 
brought  forward  the  land  problem  as  one  of  paramount  import- 
ance. I  agree  with  him  that  its  solution  is  necessary  for  the 
salvation  of  society.  It  is  the  great  economic  problem  of  the 
twentieth  century.  Henry  George  has  emphasized  the  economic 
surplus,  even  if  he  has  seen  only  a  small  part  of  this  surplus.  This 
question  of  the  surplus  and  the  distinction  between  earned  and 
unearned  incomes  is  one  which  is  not  likely  to  disappear  from 
discussion. 

The  great  practical  measure  now  needed  is  a  complete  economic 
survey  of  the  land.  This  will  require  the  widest  cooperation.  It 
affords  a  field  for  the  national  government,  for  the  states,  and 
for  the  private  investigator  working  upon  the  basis  of  endowment. 
I  could  not  think  of  a  better  use  to  which  to  turn  an  endowment 
fund  for  research  than  to  the  particular  field  of  research  which  in 
this  paper  has  engaged  our  attention. 
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LANDED   PROPERTY  AS  AN   ECONOMIC   CONCEPT   AND 
AS  A  FIELD  FOR  RESEARCH— DISCUSSION 

Frank  A.  Fetter. — ^With  the  larger  purpose  of  Professor  Ely's 
valuable  paper^  I  am  in  entire  agreement.  I  would  reserve  judgment 
on  a  few  of  the  minor  statements^  and  I  would  express  dissent  on  only 
one  perhaps  not  very  important  point.  The  title  appears  to  be  some- 
what of  a  misnomer.  Landed  property  is  not  an  economic  concept, 
but  a  juristic  one.  The  various  classes  of  land  mentioned  in  the  paper 
are  partly  physical^  partly  technological^  partly  juristic^  and  only  in 
small  part  economic.  Of  course  the  geological^  topographical^  and 
chemical  qualities  of  soil^  all  have  economic  bearings^  but  primarily 
such  classifications  are  not  economic.  It  would^  of  course^  be  possible 
to  correct  or  adjust  this  terminology  without  affecting  the  main  pur- 
poses of  the  leading  paper. 

The  two  main  aspects  of  the  paper  are  the  theoretical  concept  of 
land  and  the  social  policy  of  land  tenure.  The  latter  is  perhaps  more 
interesting  but  I  will  leave  that  to  be  discussed  by  the  agricultural 
economists  who  are  to  follow  me^  and  shall  limit  my  discussion  to  the 
theoretical  aspect  of  the  question. 

The  largest  theoretical  proposition  presented^  the  great  truths  is  that 
land  as  an  economic  category  is  not  simple  or  unified.  It  never  has 
been^  is  not  now^  and  cannot  be^  a  truly  scientific  concept.  Science 
only  in  its  cruder  stages  has  to  do  with  the  classification  of  concrete  ob- 
jects.  As  the  truly  scientific  stage  is  reached^  the  concern  of  the 
thinker  is  with  the  qualities  and  aspects  of  things^  rather  than  with 
the  concrete  objects  themselves. 

Consider  the  different  things  that  are  called  land.  The  concept 
land  includes  nearly  all  of  our  material  environment.  What  common 
character  have  a  tract  of  desert  sand^  an  Iowa  farm^  a  forest^  an  iron 
mine^  a  coal  mine^  a  mountain  side^  attractive  for  residence  because  of 
the  beautiful  scenery^  a  waterfall^  or  a  shore  line  suitable  for  docks 
and  terminal  facilities  for  railways  ?  For  what  possible  purpose  could 
these  different  kinds  of  material  things  be  grouped  together  into  one 
logical  economic  category  and  contrasted  with  the  economic  agents? 
Ricardo  from  the  first  failed  in  his  attempt  to  do  so;  his  doctrine  was 
limited  to  the  use  of  soil  for  agriculture.  He  did  not  know  what  to  do 
with  the  other  kinds  of  land  under  his  rent  law.  He  took  Adam 
Smith  to  task  for  using  the  expression  "the  rent  of  mines";  then  he 
used  that  phrase  as  the  heading  of  his  own  next  chapter.       He  said 
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never  a  word  about  urban  sites.  We  must  recall  that  at  that  time  the 
reason  for  the  rent  of  land  was  assured  to  be  the  peculiar  chemical 
qualities  of  the  soil  used  for  the  production  of  food.  The  modern 
conception  of  a  general  principle  of  proportionality  in  the  use  of  eco- 
nomic agents  seems  not  to  have  been  glimpsed.  Professor  Ely's  dis- 
cussion ably  shows  that  there  is  no  final  resting  point  in  the  analysis 
of  the  land  concept  until  we  come  to  the  concept  of  the  separable  uses 
of  material  things. 

But  it  may  be  said  that  the  distinction  between  land  and  capital  by 
the  older  economists  was  not  made  with  respect  to  the  purposes  for 
which  agents  of  production  were  used^  but  with  respect  to  their  origin, 
their  naturalness^  or  artificiality.  Observe  that  the  older  grouping  of 
concrete  goods  into  land  and  capital  was  not  a  continuity  classification 
of  goods  which  have  more  or  less  of  artificiality.  Land  and  'capital 
were  sharply  defined  and  contrasted.  Those  goods  which  were  called 
natural  were  treated  (or  were  supposed  to  be  treated)  under  the  land 
and  rent  concept^  and  those  that  were  artificial  were  treated  under  the 
capital  concept  The  material  of  everything  in  the  world  was  once 
"natural."  When  did  it  become  "artificial"  ?  At  what  moment  did  the 
bit  of  iron  ore^  the  piece  of  coal^  the  piece  of  wood^  the  piece  of 
'land/'  miraculously  become  capital?  Was  it  at  the  first  touch  of 
man's  hand?  Then  is  every  cultivated  bit  of  land  artificial^  and  by 
that  token  is  capital  ?  This  difficulty  was  recognised  by  J.  S.  Mill  and 
troubled  him  greatly.  But  at  this  point  the  answer  is  given  that 
the  iron  ore  becomes  capital  when  it  is  removed  from  the  land  while 
the  land  surface  remains.  Here  the  reason  assigned  for  distinguishing 
capital  from  land  is  changed  from  artificiality  to  transportability.  We 
have  not  time  to  discuss  this  further  as  a  theoretical  question.  It  has 
been  already  sufficiently  threshed  out/  and  there  can  be  no  doubt  as  to 
the  verdict  to  be  rendered. 

No  wonder  then^  that  many  economists  have  lost  their  faith  in  the 
old  Ricardian  theory  of  rent  and  the  land  concept.  This  accounts  in 
large  measure  for  the  great  dissatisfaction  among  many  teachers  with 
the  status  of  economic  theory.  The  Ricardian  theory  of  distribution 
having  broken  down^  the  economists  of  the  older  school  are  left  with- 
out any  utiifying  philosophy  of  economics  such  as  is  given  by  a  general 
theory  of  distribution. 

The  theoretical  aspect  and  the  social-policy  aspect  of  the  land  ques- 

>  Src  the  discussion  on  "The  Relations  between  Rent  and  Interest,"  still 
significant,  though  now  appearing  in  some  respects  undeveloped,  at  the  New 
Orleans  meeting,  190S,  PubKcatiom,  Third  Series,  Vol  V. 
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tion  are  closely  connected  in  thought.  At  whichever  end  we  begin  to 
study  land  we  find  ourselves  necessarily  approaching^  after  a  time^ 
the  other  aspect.  Professor  Ely  was  primarily  interested  in  the  social 
reform  aspects  of  the  land  question.  He  has  done  a  service  in  pointing 
out  that  the  crudity  and  lack  of  logic  of  the  old  land  concept  is  one  of 
the  great  obstacles  in  the  way  of  a  better  understanding  of  the  prac- 
tical  problems  involved  in  legislation  in  respect  to  the  subject  of  prop- 
erty in  land. 

E.  Dana  Durand. — ^We  are  indebted  to  Professor  Ely  for  emphasiz- 
ing the  great  importance  of  the  problems  connected  with  landed 
property  and  for  setting  forth  the  complexity  of  those  problems.  He 
is  quite  right  in  maintaining  that  land  comprises  a  great  variety  of 
types.  His  classification  is  highly  suggestive  and  for  practical  pur- 
poses seems  reasonably  "sufficient,"  to  use  his  phrase.  Professor  Ely 
has  also  performed  a  service  in  analyzing  the  field  of  research  con- 
nected with  land  and  landed  property.  It  is  to  be  hoped  that  econ- 
omists will  undertake  far  more  exhaustive  researches  along  the  lines 
suggested  than  they  have  hitherto  attempted. 

It  seems  to  me,  however,  that  the  leading  economic  characteristics 
of  the  principal  classes  of  land  are  already  pretty  well  understood. 
We  are  already  in  a  position  to  see  that  our  present  public  policy  is 
unsatisfactory  and  to  formulate  at  least  roughly  the  outlines  of  a  more 
desirable  policy. 

I  shall  confine  my  discussion  to  agricultural  land,  although  I  be- 
lieve that  much  that  is  true  of  such  land  is  true  also  of  urban  land, 
mineral  land,  water  powers,  and  various  other  classes  of  land. 

However  man  may  have  modified  or  improved  agricultural  land,  it  is 
still  true  that  there  is  in  much  of  it  an  important  element  which  is  a 
natural  gift.  The  total  area  of  land  at  all  adapted  to  agriculture  is 
limited.  It  varies  greatly  in  its  productive  efficiency.  If  all  land 
capable  of  agricultural  use  had  to  be  used  to  support  the  population, 
it  would  all  command  a  usance  value  or  rent,  independent  of  any  human 
labor  or  capital  embodied  in  it.  As  it  is,  the  superior  grades  of  land 
do  command  such  a  rent.  This  rent  is  not  created  by  the  owner.  In 
some  cases  he  may  perhaps  be  said  to  have  earned  all  or  part  of  it; 
in  other  cases  part  or  all  is  certainly  unearned,  though  it  may,  as  far 
as  it  could  be  forecast,  have  been  paid  for  by  an  "innocent  purchaser.*' 

It  is  doubtless  true  that  land  is  hot  the  only  source  of  unearned  in- 
come. This  suggests  only  that  we  should  seek  to  apply  just  public 
policy  to  other  sources  of  such  income  as  well  as  to  that  from  land. 
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EFen  if  it  should  be  impossible  to  treat  all  unearned  income  alike^ 
justice  does  not  require  that  we  should  leave  one  kind  alone  merely 
because  we  may  be  unable  to  reach  another  kind. 

There  is  a  fundamental  difference  between  the  effect  of  the  growth 
of  population  upon  the  income  from  land  and  its  effect  upon  the  in- 
come from  most  forms  of  capital  goods— other  forms  of  capital  goods^ 
if  you  prefer.  As  population  increases^  the  owner  at  least  of  a  superior 
tract  of  land  normally  finds  the  income  increasing.  As  th^  popula- 
tion increases^  the  owner  of  a  machine  or  buildings  even  though  superior^ 
does  not  normally  find  the  income  from  it  increasing.  The  growth  of 
population  normally  compels  us  to  use  constantly  lower  grades  of 
agricultural  land.  It  does  not  normally  compel  us  to  use  inferior 
machines.  The  owner  of  a  manufacturing  plant  ordinarily  finds  him- 
self constantly  threatened  with  the  competition  of  new  accumulations 
of  capital  embodied  and  directed  even  more  efficiently.  His  income  is 
b'kely  to  decline  unless  he  is  able  to  improve  his  own  plant.  This  is 
not  true  of  the  owner  of  farm  land. 

It  is  of  course  true  that  it  is  often  impossible  to  distinguish  that 
part  of  the  value  of  land  which  is  due  to  human  labor  and  capital 
from  that  which  is  inherent.  It  is  the  fashion  of  some  to  maintain 
that  the  whole  or  practically  the  whole  value  of  agricultural  land  is 
attributed  to  labor  and  capital  embodied  in  it.  This  is  a  question  of 
fact,  and  any  real  knowledge  of  the  facts  forces  us  to  the  opposite 
conclusion  with  respect  to  great  areas  of  agricultural  lands  in  the 
United  States.  No  doubt  much  land  of  an  inferior  character  or  in 
the  newer  agricultural  regions  could  not  be  sold  for  more  than  it  can 
be  said  to  have  cost  to  develop  it.  But  to  hold  the  same  of  millions 
upon  millions  of  acres  in  the  better  agricultural  regions  at  the  present 
time  is  absurd. 

The  conditions  have  changed  radically  in  the  past  twenty  years. 
So  rapid  has  been  the  change  that  most  people  have  failed  to  grasp 
its  magnitude  or  its  significance.  Barely  a  generation  ago  much  good 
land  was  still  to  be  had  free  in  this  country.  With  the  rapid  growth 
of  our  population,  which  has  doubled  since  1880,  the  good  lands  have 
filled  up.  The  margin  of  cultivation  has  been  forced  down.  We  are 
using  semi-arid  lands,  swamp  lands,  lands  with  inferior  soil.  The 
marginal  cost  of  production  has  risen.  Prices  of  agricultural  products 
have  advanced  by  leaps  and  bounds.  The  result  has  been  that  our 
better  lands,  particularly  in  view  of  the  anticipation  of  still  further 
rise  in  income,  have  taken  on  a  differential  value  with  amasing 
rapidity. 
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The  United  States  Department  of  Agricultare  estimates  that  the 
average  price  per  acre  of  all  the  farm  land  in  the  country  increased 
from  about  $15  in  1900  to  about  $45  in  1915.  In  state  after  state> 
land  values  have  doubled^  trebled,  or  quadrupled.  The  value  of  farm 
land  has  increased  at  least  $25,000,000,000  since  1900.  While  part 
of  this  increase  is  attributed  to  increased  area,  part  to  improvements 
incorporated  in  the  soil,  and  part  to  the  general  advance  in  the  level 
of  prices,  a  large  fraction  of  it  is  attributed  solely  to  the  increased 
scarcity  of  good  land.  A  quarter  section  in  Illinois  or  Iowa,  which 
half  or  three-quarters  of  a  century  ago  was  obtained  free  from  the  gov- 
ernment, is  now  worth  $20,000,  $80,000,  even  $60,000. 

We  are  told  that  if  there  is  sometimes  an  unearned  -increment  of 
land,  there  is  also  sometimes  an  undeserved  decrement.  The  sad  ex- 
perience of  poor  New  England  is  harped  upon.  No  one  will 
deny  that  during  the  nineteenth  century  the  opening  up  of  vast  new 
agricultural  areas  and  the  improvement  of  methods  of  producticm 
greatly  reduced  the  prices  of  farm  products  and  reduced  the  value 
of  much  land.  But  it  is  beside  the  point  to  speak  of  the  losses  of  land- 
owners half  a  century  ago  as  offsetting  the  gains  of  other  landowners 
at  the  present  time.  The  point  is  that  we  have  come  to  a  complete 
change.  I  do  not  think  it  is  correct  to  say  that  we  are  merely  on  an 
upward  wave  and  that  after  the  crest  will  soon  come  a  trough  again. 
So  far  as  one  can  forecast,  the  new  tendency  will  continue  so  long  as 
for  all  practical  purposes  to  be  considered  permanent.  The  growth 
of  population  wiU  doubtless  continue.  Nowhere  in  the  world  are  there 
any  considerable  areas  of  land  now  unused  which  compare  with  the 
bulk  of  the  lands  in  the  humid  regions  of  the  United  States  in  adapt- 
ability to  agriculture.  There  is  little  hope  of  revolutionary  discoveries 
in  methods  of  production.  No  one,  of  course,  can  forecast  the  future 
with  certainty,  but  we  have  no  right  to  trust  merely  to  possibilities  in 
the  face  of  probabilities. 

But,  we  are  told,  the  landowner  has  earned  the  increment  in  land 
value.  It  is  true  that  in  a  new  country  the  settler  often  purchases 
farm  products  at  less  than  cost  because  of  the  anticipated  increment, 
and  thereby  shares  the  increment  in  advance  with  consumers.  But 
again  it  is  beside  the  point  to  credit  the  landowner  of  today  with  an 
increment  because  some  one  else  earned  an  increment  long  ago.  The 
settler  expected  to  get  only  a  moderate  reward  for  his  pioneer  hard- 
ships ;  he  was  not  looking  forward  to  land  worth  $200  or  $800  or  $400 
an  acre.  He  earned  some  increment;  in  many  cases,  he  got  all  tiiat  he 
earned;  he  did  not  earn  all  that  shall  accrue  forever. 
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We  have  already  reached  in  large  parts  of  this  country  a  condition 
where  unrestricted  private  property  in  land  is  leading  us  away  from 
the  very  advantages  claimed  for  it.  Freehold  in  land  by  the  actual 
tillers  of  the  soil  is  a  good  things  though  it  does  not  follow  that  even 
the  tiller  is  entitled  to  an  indefinite  amount  of  increment  in  land  value. 
But  tenancy  and  farming  by  hired  labor  are  rapidly  increasing.  The 
more  land  values  rise  and  the  greater  the  rent  obtainable^  the  less  the 
owner  finds  it  necessary  to  work  himself.  In  the  richest  agricultural 
counties  of  Illinois  over  70  per  cent  of  the  land  is  farmed  by  tenants^ 
and  hired  men  do  much  of  the  labor  on  the  other  lands.  In  large  sec- 
tions of  the  Middle  West  50  per  cent  or  more  of  land  is  farmed  by 
tenants.  As  the  price  of  land  increases^  the  tenant  and  the  farm 
laborer  find  it  more  and  more  difficult  to  become  owners.  *  We  are 
building  up  a  new  class  of  non-toiling  income  receivers.  It  is  still 
true  that  a  large  proportion  of  the  tenant  farmers  are  sons  or  sons-in- 
law  of  owners^  but  the  number  of  other  tenants  is  steadily  increasing. 
These  latter  tenants  are  too  often  birds  of  passage  who  farm  ineffi- 
ciency and  rob  the  soil.  This  is  the  more  true  because  many  land- 
lords are  unwilling  to  give  leases  on  account  of  the  desire  to  be 
free  to  sell>  taking  advantage  of  the  increase  in  land  prices. 

Ownership  of  farm  lands  in  the  United  States  is  still  widely  dis- 
tributed and  our  attitude  toward  private  property  in  land  may  properly 
be  somewhat  different  from  what  it  would  be  if  ownership  were  con- 
centrated. Still  it  is  no  great  comfort  to  the  yet  more  numerous  mem- 
bers of  the  landless  class  that  the  benefit  of  the  steadily  enhancing 
prices  of  farm  products  goes  to  a  large  number  of  persons.  Moreover, 
except  for  the  breaking  up  of  great  ranches  of  inferior  land  in  the 
West,  the  statistics  show  no  increase  in  the  absolute  number  of  land- 
owners as  population  increases,  so  that  landowners  are  becoming  a 
steadily  smaller  proportion  of  the  population.  Besides,  as  the  magni- 
tude of  the  unearned  income  of  farm  land  comes  to  be  more  generally 
appreciated  by  the  wealthy,  there  is  danger  that  they  will  increasingly 
buy  up  land  until  we  have  a  large  measure  of  concentration  in  owner- 
ship. 

It  seems  to  me  clear  that,  especially  where  land  values  have  already 
become  high,  the  state  should  seek  gradually  to  appropriate  any  fur- 
ther increase  for  the  benefit  of  the  general  public,  by  taxation  or  other- 
wise. There  are  practical  difficulties  in  the  way  of  such  a  policy  but 
they  are  too  often  exaggerated.  Time  will  not  permit  any  technical 
discussion  of  the  subject.  I  do  not  favor  confiscation  of  land  values. 
The  "innocent  purchaser"  must  not  be  mulcted.     It  may  not  be  possible 
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to  introduce  a  rational  system  of  land  taxation  without  in  some  measure 
injuring  present  owners^  but  the  injury  need  be>  at  most^  slight.  The 
anticipated  increase  of  income  from  farm  land  in  the  distant  future  is 
valued  in  the  present  at  a  relatively  low  rate  and  the  increase  itself 
is  probably  underestimated.  The  state  can  look  farther  ahead  than 
the  investor.  It  can  so  gradually  increase,  the  burden  of  taxation  on 
lands  which  command  a  true  rent  that  the  change  will  scarcely  be  felt. 
It  seems  to  me  further  that  the  government  will  be  justified  in  dis- 
criminating more  or  less  between  those  who  themselves  till  the  soil  and 
those  who  hold  unused  lands  for  rise  in  value  or  who  rent  land  to 
others. 

B.  H.  HiBBARD. — It  is  well  known  that  land  transfers  were  by  no 
means  free  and  untrammelled  during  a  large  part  of  the  world's  history. 
In  fact  it  was  not  till  after  freedom  of  transactions  in  chattels  had 
long  been  the  order  of  the  day  in  Europe  that  comparative  freedom  in 
land  sales  became  prevalent.  The  restrictions  of  feudalism  died  hard, 
and  the  supposed  freedom  which  followed  was  after  all  genuine  free- 
dom to  those  only  who  had  an  economic  advantage. 

In  almost  every  European  country  great  land  holdings,  with  the 
necessary  tenant  adjunct,  developed.  In  few  instances,  conspicuous 
among  which  is  France,  was  anything  done  to  check  the  growth  of 
these  great  estates  until  late  in  the  nineteenth  century,  or  later.  In 
England  it  was  even  supposed  that  an  equilibrium  had  been  reached 
whereby  agriculture  was  prosperous,  and  the  people  concerned  in  it 
reasonably  satisfied,  under  a  landlord-tenant  system.  The  same  system 
in  Ireland,  however,  developed  a  dtuation  entirely  untenable.  In 
most  of  the  other  European  countries  social  welfare  called  for  social 
action,  and  one  aft6r  another  they  have  taken  up  the  problem  of  guiding 
the  process  of  fitting  the  land  to  the  people  and  the  people  to  the 
land.     Emigration  or  discontent  at  home  made  action  imperative. 

About  thirty  years  ago  Germany  undertook  to  develop  a  land- 
settlement  policy.  The  first  incentive  was  to  mix  a  leaven  of  Germans 
among  the  Poles,  but  within  a  short  time  the  plan  assumed  a  broader 
gauge.  Especially  during  the  past  ten  years  much  has  been  done  to 
break  up  large  holdings  in  any  part  of  Germany  and  to  put  peasant 
proprietors  in  charge  of  moderate  sised  farms  on  long-time  credit. 

Denmark  was  a  country  of  many  big  estates  and  in  consequence  a 
great  proportion  of  her  farmers  were  tenants.  The  movement  which 
on  the  one  hand  developed  among  Danish  farmers  some  of  die  best 
cooperative  marketing  organizations   in  the  world  required  on  the 
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other  hand  a  closer  connection  with  the  soil  and  the  neighborhood 
than  could  be  had  by  a  tenant.  Ont  of  this  situation  grew  a  system  of 
land  purchase  by  the  government  and  sale  to  farmers.  The  big  estates 
were  thus  subdivided  and  sold  out  on  long  time  to  farmers^  with  the 
result  that  over  90  per  cent  of  the  farms  of  Denmark  are  now  culti- 
vated by  owners.  This  is  almost  an  exact  reversal  of  the  former  per- 
centages respectively  of  owners  and  tenants. 

In  Russia  the  government  buys  big  estates^  gets  them  ready  for 
peasant  farms^  and  sells  them  on  long  time  at  a  low  rate  of  interest^ 
requiring  a  cash  payment  of  but  10  per  cent  of  the  selling  value. 

The  case  of  Ireland  is  perhaps  best  known.  Tenancy  has  very 
largely  disappeared  from  the  island.  During  the  past  fifteen  years 
over  half  of  the  agricultural  land  has  been  taken  out  of  the  hands  of 
landlords  and  put  into  the  hands  of  peasant  proprietors.  Ireland 
seems  destined  to  become  almost  exclusively  a  land  of  small  land- 
owning farmers.  Yet  under  the  laissez-faire  policy  the  land  remained 
in  the  hands  of  a  few  while  the  many  were  in  misery.  In  England  the 
efforts  which  have  been  made  do  not  seem  to  have  met  with  great 
succcess  so  far  as  the  establishment  of  small  holdings  is  concerned. 
Yet  the  last  word  has  not  been  said^  since  plans  are  being  made  to  put 
a  land-colonization  plan  for  both  England  and  Scotland  into  effect 
at  the  close  of  the  present  war. 

Similar  governmental  interference  with  the  private  ownership  of 
land  is  taking  place  in  Italy  and  Austria^  and  in  the  various  colonies 
of  European  countries  in  Africa.  A  dissimilar  movement  is  in  vogue 
in  France^  where  a  rigid  system  of  dividing  up  land  in  inheritances  has 
resulted  in  making  farms  too  smalL  To  correct  this  the  legal  means 
of  settlement  without  undue  division  has  been  provided. 

It  may  be  said  that  the  above  instances  of  governmental  guidance 
in  land  settlement  are  the  result  of  old  systems  which  have  left  an 
unfortunate  legacy  of  concentration  of  ownership.  If  that  be  true, 
how  about  the  newer  countries  like  New  Zealand,  Australia,  and  the 
United  States  ?  The  situation  in  New  Zealand  is  usually  characterized 
as  one  of  land  monopoly.  Land  was  held  out  of  higher  use  for  long 
periods  by  wealthy  men  who  held  it  for  pasturage,  or  speculation,  or 
more  likely  both.  At  the  yame  time  much  government  land  remained 
unoccupied  because  of  the  initial  cost  of  bringing  it  into  use.  The 
government  too  met  both  dilemmas.  In  the  case  of  the  government 
land  a  system  of  loans  has  been  devised  whereby  the  farmer  receives 
60  per  cent  of  the  value  of  the  land  purchased  in  the  form  of  a  loan. 
In  the  case  of  the  big  holdings  that  seem  to  stand  in  the  way  of  pro- 
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gresa  the  solution  takes  the  form  of  gioveniment  purchase  and  resale. 
The  different  Australian  states  have  similar  but  even  more  elaborate 
systems  for  undoing  the  mistakes  of  the  early  land  policies  and  estab- 
lishing small  farmers  on  land  of  their  own. 

Thus  a  positive  policy  in  place  of  laissez  faire  is  seen  to  have  been 
introduced  into  the  land  system  of  countries  both  old  and  new.  How 
about  our  own  country?  Until  some  thirty  years  ago  land  was  so 
cheap  and  so  abundant  that  the  ownership  of  great  tracts  brought 
little  satisfaction.  The  men  wishing  to  own  land  could  pass  by  the 
speculators  who  in  some  instances  had  bought  a  quarter  or  a  third  of  a 
million  acres  from  the  government  and  could  themselves  buy  of  the 
government  or  of  some  small  holder  at  a  moderate  price.  Indeed  since 
1862  land  has  been  offered  to  settlers  free^  and  until  the  last  very  few 
decades  this  was  a  fundamental  fact  in  our  land  question.  But  within 
the  lifetime  of  men  yet  living  the  episode  of  free  land  has  passed^  as 
for  example  in  lowa^  where  not  over  thirty-five  years  ago  in  some  sec- 
tions land  was  too  abundant  to  bring  a  rental  of  any  amount^  yet  today 
cannot  be  bought  under  $185  per  acre.  It  is  not  strange  that  much 
land  of  this  character  is  in  the  hands  of  tenants.  In  the  heart  of  the 
corn  belt  are  many  counties  in  which  tenants  outnumber  owners. 
Moreover^  the  proportion  of  tenants  in  this  section  is  on  the  increase. 
In  the  past  these  tenants  have  been  able  in  most  cases  sooner  or  later 
to  gain  the  ownership  of  a  farm.  Whether  or  not  they  will  be  able  to 
do  so  in  these  choicest  parts  of  our  agricultural  districts  is  a  serious 
question.  That  tenancy  is  a  bad  condition^  one  that  should  be  com- 
batted;  has  not  yet  been  proved.  That  it  should  dominate  is  contrary 
to  all  belief.  Some  conscious  effort  will  undoubtedly  be  required  to 
prevent  the  further  development  of  the  landlord-tenancy  trend.  Pos- 
sibly improved  credit  facilities  may  suffice. 

Another  unfortunate  feature  of  our  land  situation  is  that  of  such 
districts  as  the  cut-over  forest  lands  of  Michigan^  Wisconsin^  and 
Minnesota.  Land  of  this  character  is  held  by  lumber  companies  or 
land  companies  which  have  bought  of  it.  Speculation  has  played  a 
major  role  in  the  transactions  up  to  date.  The  price  is  already  so  high 
that  a  poor  man  must^  if  he  buy  at  all^  go  heavily  into  debt.  The  cost 
of  clearing  is  frequently  as  much  as  the  purchase  price^  let  alone  the 
cost  of  other  improvements.  Along  with  these  facts  is  the  important 
consideration  that  it  is  hard  to  make  the  land  yield  much  until  money 
and  labor  have  been  expended  upon  it  in  considerable  quantities.  Thus 
the  settlement  is  slow.  Clearing  is  done  at  the  rate  of  two  or  tiiree 
acres  per  farm  per  year^  and  the  better  part  of  a  man's  lifetime  has 
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passed  before  the  raw  land  has  become  in  reality  a  farm.  There  are 
of  course  exceptions  to  the  rule.  Some  settlements  are  flourishing;  but 
alone  and  unaided  the  settler  stands  a  poor  show  of  making  rapid 
progress. 

The  case  seems  unmistakable  that  this  wild  land  under  present  con- 
ditions is  not  sold  on  a  genuine  competitive  basis.  On  the  contrary 
the  usual  way  is  to  show  the  prospective  buyer  what  the  most  success- 
ful former  purchaser  has  accomplished  and  hold  that  up  as  a  criterion 
of  value.  This  method  of  sale  is  not  peculiar  to  land  alone.  No^  but 
the  bargainers  for  wild  land  are  not  on  an  equal  footing  to  such  an 
extent  as  are  buyers  of  horses  or  cows  or  dry  goods.  The  purchaser 
■DSiially  comes  in  from  a  distance;  is  not  well  acquainted  with  such 
land;  does  not  see  competing  salesmen;  and  does  not  appreciate  the 
difficulties  involved.  Time  will  not  permit  the  full  development  of 
this  idea^  but  briefly  it  is  a  contention  that  the  generally  accepted 
view  that  a  given  buyer  is  required  to  overbid  the  man  whose  potential 
buying  power  is  just  less  than  his  own  is  here  reversed.  In  this  case 
ike  buyer  seems  to  be  required  to  bid  a  figure  substantially  equal  to 
the  price  which  the  most  efficient  buyer  is  able  to  pay.  If  this  be  true 
it  accounts  for  the  fact  that  so  few  buyers  of  such  land  have  left 
a  producer's  surplus^  but  on  the  contrary  very  often  a  deficit  which 
they  are  obliged  to  make  up  by  earnings  from  outside  employment. 
The  necessity  for  state  action  in  adjusting  land  to  people  is  already 
recognized  in  several  states.  The  laisse-faire  policy  is  not  meeting 
with  universal  approval  and  is  called  upon  to  justify  itself. 

Roy  G.  Blakby. — My  friend  and  colleague^  Professor  Durand^  made 
two  points  which^  it  seems  to  me^  are  inconsistent  with  each  other^  but 
which  illustrate  a  very  popular  misconception  about  unearned  incre- 
ment in  agricultural  land  values.  In  the  first  place^  Professor  Durand 
says  that  the  present  price  of  land  is  not  based  upon  present  returns^ 
but  is  higher  than  justified  by  those  returns  and  is  due  in  large  part 
to  the  increased  value  which  this  land  will  have  in  the  future.  When 
most  people  talk  about  the  price  of  land  being  much  too  high  because 
farmers  can't  make  more  than  1  or  2  per  cent  upon  the  capital  in- 
vested^ they  forget  that  this  high  price  is  justified  by  the  future  incre- 
ment   With  this  point  made  by  Professor  Durand^  I  agree. 

In  the  second  place^  Professor  Durand  deplores  the  increasing  cost 
of  land  which  makes  it  more  and  more  difficult  for  tenants  and  others 
with  small  means  to  become  owners  of  land  and  says  that  he  favors 
more  or  less  heavy  taxes  on  the  increments  in  land  values.    He  would 
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not  make  the  taxes  heavy  enough  to  confiscate  any  of  the  values  of 
present  owners^  but  only  high  enough  to  take  all  or  part  of  the  in- 
creases above  present  values^  in  other  words^  the  unearned  increments. 

My  first  criticism  is  of  the  misconception  involved  in  the  idea  that 
these  future  increments  can  be  taxed  away^  wholly  or  in  part^  without 
affecting  more  or  less  seriously  the  values  of  present  owners^  if  this 
taxing  scheme  is  made  general.  This  idea  is  inconsistent  with  the 
first  point  mentioned  above^  namely^  that  present  values  are  due^  not 
merely  to  present  income^  but  also  to  future  incomes^  or  what  is  the 
same  things  to  future  values. 

Land  that  is  worth  $200  an  acre  today  may  be  worth  $500  in  twenty 
yearS;  even  if  no  additional  improvements  are  put  upon  it^  but  merely 
because  population  increases  and  increases  the  demand  for  food  prod- 
ucts. Many  would  say  that  the  $300  increase  is  an  unearned  incre- 
ment which  society  ought  to  tax  away^  and  they  would  say  further 
that  the  present  owner's  value  would  not  be  lowered  if  the  $800  were 
so  taken  because  he  would  still  have  a  value  of  $200.  But  as  a 
matter  of  f act^  in  the  average  case^  so  far  as  future  contingencies  can 
be  calculated^  this  $300  would  not  be  an  unearned,  but  an  earned 
increment^  if  interest  is  earned;  and  I  think  Professor  Durand  would 
not  deny  interest  to  investors  in  land  any  more  than  he  would  deny 
it  to  investors  in  stocks  or  bonds  or  other  forms  of  capital. 

Suppose  A  owns  a  share  of  stock  in  one  bank  which  makes  and  dis- 
tributes in  dividends  $6  annually  and  that  B  owns  a  share  in  a  bank 
equally  well  managed  but  which  distributes  only  $2  annually  and  puts 
the  other  4  per  cent  to  surplus  each  year.  At  the  beginnings  each  of 
these  shares  will  sell  for  the  same^  say  $100^  because  each  yields  6 
per  cent.  Suppose  these  banks  continue  their  respective  policies  and 
continue  making  the  same  rates  upon  their  capitals.  A  draws  and 
consumes  his  dividend  each  year  and  at  the  end  of  any  time  one  may 
mention^  say  fifteen  or  tweirty  years^  his  stock  is  still  worth  $100. 
But  B's  stock  at  that  time  is  worth  more  than  $100^  say  $200.  Would 
any  one  call  the  increment  of  $100  in  B's  stock  an  unearned  increment? 
I  think  not. 

A  farmer  takes  up  or  buys  land^  he  gets  along  with  2  per  cent  on 
his  investment^  he  trusts  to  Providence  that  his  sixteen  hours  of  labor 
a  day^  plus  eighteen  hours  for  his  women  folk^  plus  the  deficit  of  4 
per  cent  to  make  a  normal  return^  will  be  made  up  in  the  future  by  an 
increase  in  the  value  of  his  products^  or  what  is  the  same  things  by  an 
increase  in  the  value  of  his  land.  If^  in  the  course  of  fifteen  or  twenty 
yearS;  land  which  he  bought  for  $100  an  acre  becomes  worth  $200^ 
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even  though  he  put  no  improyements  on  it  or  in  it^  16  it  correrct  to  say 
that  the  $100  increment  in  this  case  is  unearned  any  more  than  was  the 
$100  increment  in  the  case  of  the  bank  stock?  Or^  to  speak  more 
accurately,  the  only  reason  he  could  afford  to  pay  $100  for  the  land 
at  the  time  he  did  was  because  this  land,  in  his  estimation,  would  be 
worth  $200  by  the  end  of  a  certain  period.  Any  tax  that  would  take 
away  all  or  part  of  this  future  increment  would  lessen  the  present 
yalne,  for  the  present  value  is  the  present  worth,  or  the  sum  of  all 
fotnre  incomes  discounted  to  the  present  time.  Anything  that  lessens 
fatore  inc<Hnes  thereby  lessens  present  values. 

But  some  one  will  ask.  What  about  free  land  for  which  a  man  made 
no  capital  investment?  My  personal  observation  and  experience  has 
been  that  free  land  is  often  the  most  expensive  that  one  can  acquire. 
Most  urban  economists  have  a  wrong  conception  of  marginal  land  and 
the  margin  of  cultivation.  They  seem  to  think  that  land  is  taken  up 
and  put  nnder  cultivation  when  the  farmer  can  make  wages  and  inter- 
est out  of  current  crops.  The  truth  is  that  most  new  land  is  taken  up 
before  it  pays  wages  and  interest,  because  the  pioneer  expects  the 
losses  sustained  during  the  first  few  years  to  be  compensated  for  by 
future  increments  in  land  values. 

When  these  increments  are  realized,  usually  after  many  more  years 
of  struggle  and  privation  than  most  people  appreciate  and  even  more 
tiian  the  homesteader  himself  had  anticipated,  then  society  is  apt  to 
call  the  increments  unearned.  But  are  they  unearned?  By  no  means. 
They  tcere  toiled  for  and  waited  for  long  before  they  were  received.  In 
troth,  these  so-called  future  unearned  increments  subsidise  the  present 
generation  by  furnishing  it  with  more  and  cheaper  wheat  and  other 
commodities  than  it  would  have  except  for  the  fact  that  the  pioneer 
was  induced  to  increase  the  country's  economic  land  sooner  than  he 
would  have  done  except  for  the  increment.  The  greater  the  increment, 
and  the  sooner  it  will  be  realized,  the  earlier  is  the  Icuid  taken  up. 

In  all  cases,  so  far  as  men  are  economic  men  and  do  not  miscalculate, 
land  is  taken  up  at  such  a  time  that  it  will  yield  no  unearned  increment 
or  exceptional  returns.  If  it  were  going  to  yield  exceptional  returns, 
it  would  be  taken  up  earlier.  Of  course,  it  is  true  that  some  land  has 
had  large  increments  in  value  because  of  miscalculations,  but  it  is 
probably  true  that  as  much  or  more  land  has  brought  decrements  as 
has  brought  increments,  if  interest  is  to  be  counted,  as  it  certainly 
should  be.  Most  of  us  forget  this  matter  of  interest.  We  see  present 
hi^  values  and  compare  them  with  past  low  values  and  jump  to  the 
conclusion  that  they  are  unearned.     We  say  that  they  are  due  to 
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society.  So  are  all  other  economic  values  due  to  socieiy.  But  you  say, 
not  in  anything  like  the  same  sense  or  degree  as  are  land  values.  If 
land  investments  are  so  favored  by  society,  why  is  it  that  so  many 
prefer  to  invest  in  stocks,  bonds,  factories,  railroads,  and  other  forms 
of  capital  that  do  not  receive  the  so-called  unearned  increment  to 
anything  like  the  same  degree  that  land  does?  To  ask  the  question 
is  to  answer  it ;  it  is  because  the  so-called  unearned  increment  in  land, 
on  the  average,  so  far  as  can  be  calculated  in  advance,  is  earned  just 
as  much  as  any  other  value  is  earned.  To  tax  it  away  does  confiscate 
present  values  and  discriminates  against  those  who  happen  to  hold  their 
accumulations  in  the  form  of  land.  This  is  not  saying  that  it  would  be, 
or  would  not  be,  bad  public  policy  to  tax  increments  in  land  values.  We 
are  not  passing  upon  that  question  here.  But  owners  of  land  are  no 
less  productive  than  owners  of  some  stocks,  bonds,  and  many  other 
forms  of  capital. 

Many  seem  to  have  the  idea  that  if  agricultural  land  were  taxed 
more  heavily,  tenants  and  others  could  get  it  more  easily  than  at 
present.  But  this  is  manifestly  untrue  except  as  the  situation  would 
be  influenced  by  the  insignificant  amount  of  such  land  that  is  now 
held  out  of  cultivation  by  speculators.  Taxation  means  a  transfer  of 
rent  from  private  owners  to  the  government.  Rent  plus  taxes  would 
be  the  same  in  any  case;  it  would  be  the  total  product  imputable  to 
the  land  in  question.  If  the  government  owned  all  of  the  land,  the 
tenants  would  have  to  pay  for  the  differential  advantages  of  each 
piece,  just  as  they  do  under  private  ownership.  Of  course,  the  rent 
would  be  going  to  the  government,  the  public,  instead  of  to  private 
owners.  But  this  would  be  no  advantage  to  the  public  unless  it  con- 
fiscated this  land  from  present  owners.  Possibly  it  should  be  confis- 
cated. Possibly  a  good  many  other  forms  of  private  wealth  should  be 
confiscated  also.  Once  we  begin  this  policy  of  confiscation  it  is  hard 
to  say  where  it  will  lead  us,  possibly  to  socialism  The  land  problem 
is  only  a  part,  although  a  very  important  part,  of  a  much  larger 
problem.  In  arriving  at  practical  solutions,  perhaps  more  attention 
will  have  to  be  paid  to  the  perpetuation  of  wealth  through  inheritance 
than  to  its  accumulation  through  so-called  unearned  increments,  in 
agricultural  Iftnd  values. 

R.  R.  BowKER  of  New  York  referred  to  Professor  Ely's  paper  as  of 
large  value  as  a  mind-opener,  and  spoke  of  the  ups  and  downs  of  cer- 
tain lands  in  Stockbridge,  Massachusetts,  where  the  land  values  wxc 
largely  for  views.     He  emphasized  the  desirability  of  stud3ring  decan^ 
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mcnts  in  land  values^  as  illustrated  in  New  York  by  the  Twenty-third 
Street  decadence^  East  Side  tenement  properties^  and  the  dead  district 
in  Brooklyn  between  the  old  Fnlton  Ferry  approaches  and  the  ap- 
proaches of  the  Brooklyn  Bridge. 

John  A,  Rtan. — The  great  majority  of  us  agree^  I  presume^  that 
the  subject  of  land  has  not  received  sufficient  attention  in  the  courses  in 
economics.  Professor  Ely's  paper  shows  how  vast  is  the  field,  and  how 
many  topics  await  investigation  and  discussion.  One  of  the  most  in- 
teresting of  these  is  the  question  whether  unearned  income  is  as  com- 
mon or  as  important  in  other  kinds  of  investment  as  in  land.  I  have 
never  been  able  to  see  that  it  amounts  to  very  much  outside  of  land 
investments.  We  need  an  investigation  of  the  facts  to  settle  this  ques- 
tion. As  regards  Professor  Durand's  advocacy  of  a  tax  on  the  future 
increases  of  land  values,  I  am  quite  sympathetic,  although  I  recognise 
that  the  ordinary  effect  of  such  a  tax  would  be  to  cause  the  value  of 
land  to  decline.  However,  if  the  tax  were  light  at  first,  and  were 
increased  very  gradually,  its  depressing  effect  on  values  might  be  en- 
tirely neutralized  by  the  tendency  to  increasing  values,  due  to  the 
continuously  increasing  scarcity  of  land.  Hence  no  injustice  need 
be  done  to  present  owners.  The  important  thing  is  that  land  should 
not  rise  further  in  value  in  this  country. 

Richard  T.  Ely. — In  closing  this  discussion  I  must  confine  myself 
to  a  few  points.  I  should  be  glad  if  I  could  speak  at  length  about  the 
unearned  increment  in  land  values.  This  forms  part  of  a  larger  whole, 
namely,  unearned  increments  in  general  and  their  relation  to  earned 
increments.  The  economic  surplus  found  in  the  rent  of  land  is  only 
cme  kind  of  surplus.  It  does  exist  and  is  found  in  the  rent  of  land,  but 
it  is  not  so  large  as  it  at  first  may  appear  to  be.  We  are  apt  to  concen- 
trate our  attention  on  great  cities  like  New  York  and  to  forget  the 
many  places  where  there  have  been  large  unearned  decrements.  More- 
over, we  must  consider  the  services  of  landowners,  particularly  in  this 
country,  where  they  contribute  through  special  assessment,  taxes,  and 
otherwise  to  values.  I  wish  someone  among  you  (multimillionaires!) 
would  give  me  an  endowment  to  enable  me  to  conduct  an  investigation 
into  tiie  facts  of  the  case.  I  should  like,  for  example,  to  investigate 
the  history  of  real  estate  in  Madison,  Wisconsin.  It  is  not  a  large  dty, 
but  it  is  one  that  is  interesting  and  instructive  from  this  point  of  view. 
I  believe  we  could  get  all  the  essential  facts  bearing  upon  the  situa- 
tion from  the  beginning  when  the  capital  of  Wisconsin  was  located  at 
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Madison  to  the  present  time.  I  believe  we  could  get  the  history  of  the 
real  estate  companies  which  have  operated  in  this  city. 

Let  me  bring  before  yon  one  concrete  case  to  illustrate  the  general 
situation.  I  was  talking  some  time  ago  with  a  gentleman  who  owned 
a  business  in  Madison.  I  knew  that  he  had  had  an  opportunity  to  buy 
two  lots  in  a  growing  part  of  the  city^  where  values  had  increased^  but 
had  let  the  opportunity  go.  I  said  to  him^  "You  made  a  mistake^  did 
you  not?"  He  replied^  "No^  I  do  not  think  so.  I  had  an  opportunity 
to  buy  stock  in  a  bank^  and  I  think  I  have  made  just  as  much  and  had 
far  less  trouble."  We  began  figuring  on  the  investment  he  made  and 
the  investment  he  might  have  made^  and  I  concluded  he  was  right. 
The  lots  were  bought  by^  let  us  say  (as  is  probably  the  case)^  the  one 
who  did  not  have  the  opportunity  to  buy  the  bank  stock.  He  had  far 
more  trouble  with  his  property  and  had  a  smaller  return.  Was  his  in- 
crement in  value  unearned^  while  the  increment  of  the  owner  of  the 
bank  stock  was  earned?  It  was  the  owner  of  the  bank  stock  who  had 
the  special  privilege  and  not  the  owner  of  the  real  estate.  Should  the 
owner  of  the  real  estate  pay  a  special  tax  from  which  the  owner  of  the 
bank  stock  should  be  exempted?    If  so^  why;  if  not^  why  not? 

It  has  been  proposed  that  the  tax  on  land>  and  especially  the  tax  on 
urban  land^  should  gradually  be  increased^  and  a  large  part  of  the  rent^ 
or  all  the  rent^  be  absorbed  during  a  thirt|r-year  period.  This  subject 
should  be  carefully  investigated  before  it  is  endorsed.  Would  it  not 
be  slow  strangulation  of  business^  Tcsulting  in  great  depression?  I 
believe  it  has  been  nearly  forty  years  since  we  have  had  a  bank  failure 
in  the  city  of  Madison^  and  for  years  at  a  time  there  has  not  been  a 
failure  of  a  state  bank  in  Wisconsin.  I  have  been  inclined  to  attribute 
this  in  part  to  rising  land  values^  which  have  made  it  easy  to  get  credit 
and  place  credit  upon  a  firm  basis.  The  situation  would  have  been 
very  different  if  the  basis  of  credit^  as  found  in  land  values^  had  been 
gradually  dwindling. 

A  question  for  investigation  also  is  this:  If  we  should  take  land  out 
of  the  field  of  investment^  should  we  not  remove  valuable  opportunities 
from  the  ordinary  man  and  woman?  If  only  the  more  mobile  kinds  of 
property  were  open  for  investment^  professional  people  like  teachers^ 
preachers^  and  physicians  would  be  at  a  disadvantage.  Might  not  the 
result  be  such  a  concentration  of  wealth  as  the  world  has  never  seen? 
I  would  not  speak  dogmatically  on  this  pointy  but  I  think  that  we  have 
here  a  topic  which  is  well  deserving  of  investigation. 
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TWO  DIMENSIONS  OF  PRODUCTIVITY 

By  Henry  C.  Taylor 

TA^  Unioersity  of  Wisconsin 

About  twenty  years  ago,  at  a  time  when  some  men  occupying 
prominent  x>ositions  in  the  field  of  economics  were  emphasizing  the 
resemblances  of  the  instruments  of  production,  with  a  view  to 
formulating  simple  and  comprehensive  principles,  one  teacher  was 
saying  to  his  students:  ^^Give  careful  attention  to  the  differ- 
ences in  the  economic  characteristics  of  the  instruments  of  pro- 
duction. In  these  differences  we  may  find  some  of  the  most  signifi- 
cant conditions  of  our  economic  life.**  The  facts  and  theories 
which  are  presented  in  this  paper  are  the  result  of  taking  this 
advice. 

Much  has  been  heard  in  recent  years  about  efficiency  and  the 
^ciency  movement  in  the  industries.  It  is  a  matter  of  no  small 
significance  that  attention  is  being  turned  to  that  long-neglected 
branch  of  our  science,  the  economics  of  production. 

With  the  increasing  cost  of  living,  economy  in  production  is 
becoming  as  important  a  branch  of  our  subject  as  justice  in  dis- 
tribution. The  latter  has  not  received  too  much  attention  but 
has  received  much  better  consideration  than  the  field  of  produc- 
tion. The  economic  problems  in  agricultural  production  center 
about  the  questions  of  what  to  produce ;  the  proper  proportions 
of  the  factors  of  production,  commonly  discussed  imder  the  head- 
ing of  intoisity  of  culture ;  the  size  of  farms ;  and  the  question  of 
the  grades  of  the  factors  which  should  be  combined.  The  last 
problem  implies  variations  in  the  usefulness  of  the  instruments  of 
production.  It  appears  that  these  variations  have  at  least  two 
dimensions  which  are  as  different  as  length  and  breadth.  These 
differences  may  be  designated  as  differences  in  capacity  and  dif- 
ferences in  efficiency.  It  is  the  purpose  of  this  paper  to  discuss 
the  significance  of  capacity  and  efficiency  as  they  are  related  to 
productivity  and  the  problem  of  land  ownership  on  the  part  of 
fanners.  Both  of  these  terms  are  often  used  in  the  same  sense 
as  productivity,  whereas  they  represent  the  two  conditions  of 
productivity. 

Capacity  has  been  defined  as  power  to  receive,  absorb,  take  into, 
or  associate  with.  The  word  capacity  has  in  recent  years  been 
popularly  used  to  indicate  the  output  of  a  mill  or  factory.  In 
this  paper  the  original,  and  still  the  dictionary,  meaning  of  capac- 


Digitized  by  VjOOQ I 


50  American  Economic  AsMOciation 

ity  will  be  adhered  to.  In  this  sense  capacity  refers  to  "input," 
not  to  output.  It  has  been  fecogaized  since  the  days  of  Ricardo 
that  land  varies  with  respect  to  the  amount  of  labor  and  capital 
which  can  be  invested  per  acre  with  optimum  results,  that  is,  land 
varies  in  capacity.  Cows  vary  greatly  in  the  amount  of  feed  which 
they  can  consume  with  optimum  results  when  fed  with  the  same 
care  and  by  the  same  man,  hence  cows  vary  in  capacity.  The 
same  thing  is  found  true  of  every  specific  class  of  instruments  of 
production  from  milk  pails  to  threshing  machines.  Variation  in 
capacity  exists  likewise  in  the  human  factor.  There  is  a  very  wide 
range  of  differences  in  men  with  respect  to  the  amounts  of  land, 
labor,  and  capital  they  can  operate.  High  capacity  is  not  always 
a  desirable  quality.  For  example,  certain  land  requires  much 
more  power  to  plow  and  more  work  with  the  pulverizer  and  harrow 
to  put  it  in  condition  for  planting  seeds,  yet  does  not  produce 
extra  large  crops  per  acre.  The  labor  of  milking  some  cows  is 
twice  as  great  as  that  required  in  milking  others,  and  they  do  not 
necessarily  produce  any  more  milk.  Capacity,  or  the  power  to 
absorb  the  other  factors,  implies  nothing  as  to  usefulness  of  a 
factor  unless  taken  in  conjunction  with  efficiency. 

Efficiency  is  defined  as  a  ratio  between  the  energy  put  in  and 
the  results  secured.  The  efficiency  of  a  factor  of  production  is 
measured  in  terms  of  the  value  of  the  product  per  unit  of  the  other 
factors  (of  given  grades  of  efficiency)  when  associated  in  the  most 
profitable  proportions.  To  illustrate,  two  pieces  of  land  may  yield 
widely  difi^erent  results  per  hour  of  man  and  horse  labor  expended 
upon  them  by  the  same  man.  Two  cows  may  vary  widely  in  the 
amoimt  of  butter  fat  they  yield  per  pound  of  feed  consumed  when 
the  two  cows  are  fed  by  the  same  man  upon  the  same  feeds. 

The  relation  of  capacity,  efficiency,  and  productivity  are  easily 
understood.  The  productivity  of  a  physical  unit  of  an  instru- 
ment of  production,  as  an  acre  of  land  or  a  cow,  is  the  resultant 
of  capacity  and  efficiency.  The  product  divided  by  the  capacity 
equals  the  efficiency.  In  other  words,  capacity  relates  to  "input** ; 
efficiency  to  "output"  per  unit  of  "input";  and  productivity  re- 
lates to  the  total  product  per  acre  of  land,  per  cow,  or  per  man. 
The  calculation  of  efficiency  may  be  made  in  terms  of  physical 
product  or  in  terms  of  the  value  of  the  product  In  analyzing 
the  productivity  of  cows  and  other  movable  instruments  of  pro- 
duction, physical  productivity  is  often  the  better  basis  of  cam- 
parison  because  of  difi^erences  in  values  at  different  locations.    Ja 
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the  case  of  immoTable  instruments  of  production  the  value  of  the 
product  is  the  more  satisfactory  basis  of  comparison. 

Ricardo  recognized  two  dimensions  of  productivity  as  they  re- 
late to  land,  but  he  apparently  did  not  see  that  they  applied  also 
to  the  other  factors  of  production.  In  their  attempts  to  simplify 
a  subject  which  by  nature  is  complex,  some  writers  have  desired 
to  reduce  all  differences  to  difference  in  capacity,  in  order  to  as- 
sume that  physical  units  of  a  factor,  say  men,  are  quite  inter- 
changeable.  But  as  a  matter  of  fact  differences  in  efficiency  can- 
not be  commuted  into  differences  in  capacity. 

A  few  facts  may  help  to  make  cle^tr  the  ideas  in  mind.  In 
recent  years  a  great  deal  of  first-hand  study  has  been  made  of  the 
conditions  of  productivity  in  agriculture.  The  census  method 
and  the  accounting  method  have  been  largely  used  in  this  work. 
In  Table  I  is  found  the  results  of  a  careful  census  of  the  farmers 
centering  about  Dallas,  Barron  County,  Wisconsin.  There  were 
fifty-one  farmers  in  the  community.  The  returns  which  these 
farmers  secured  per  dollar  of  annual  outlay  varied  from  76  cents 
to  $3.05.  In  this  calculation  the  annual  outlay  included  all 
operating  expenses,  including  depreciation  and  interest.  A  glance 
at  the  second  column  of  figures  in  Table  I  shows  a  variation  from 
$1784  to  $293  in  the  annual  outlay  with  which  these  farmers  as- 
sociated themselves.  The  former  are  termed  variations  in  effi- 
ciency; the  latter  are  designated  differences  in  capacity.  (Though 
the  writer  would  recognize  that  perfect  adjustments  may  not  exist 
with  regard  to  the  amount  of  land,  labor,  and  equipment  asso- 
ciated with  some  of  the  men,  yet  these  men  are  probably  striving 
for  the  optimum.)  The  variations  in  total  product  per  man  range 
from  $3644  to  $686.  The  farmers,  as  the  residual  claimants,  re- 
ceived payments  for  their  efforts  varying  from  $1961  to  minus 
$888.  It  will  be  noted  that,  so  far  as  the  figures  in  this  table  go, 
there  is  no  definite  relation  between  a  man's  capacity  as  measured 
by  his  outlay  and  his  efficiency  as  measured  by  product  per  unit 
of  outlay.  A  man  with  high  efficiency  may  have  low  capacity  and 
the  man  with  high  capacity  may  have  any  degree  of  efficiency. 
These  facts  are  brought  forward  to  illustrate  the  well-known  fact 
of  variations  in  the  ability  of  men  and  to  note  that  at  least  two 
measuring  sticks  are  needed  if  we  hope  accurately  to  measure 
man's  ability. 

Table  II  illustrates  some  of  the  differences  which  exist  in  one 
class  of  instruments  of  production,  namely,  cows.     This  table 
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shows  the  best  ten  and  the  worst  ten  of  898  cows  entered  in  the 
Wisconsin  Dairy  Cow  Competition  during  the  two  years  1909- 
I9II9  each  cow  being  in  the  contest  one  year.  It  will  be  noted 
that  the  difference  in  value  of  product  per  dollar's  worth  of  feed 
consumed  by  the  best  ten  cows  varied  from  $S.71  to  $S.19  and 
that  the  range  for  the  least  efficient  ten  cows  was  from  $1.S5  to 
92  cents.  The  total  range  was  from  $2.71  to  92  cents,  the  aver- 
age result  of  the  best  ten  was  $2.38  and  that  of  the  least  efficient 
ten  was  $1.12.  In  Table  II  a  common  or  standard  price  level  was 
used  in  calculating  the  cost  of  the  feed  and  the  value  of  the 
product.  It  remains,  however,  to  be  explained  that  these  cows 
were  not  all  under  the  same  management.  The  differences  in 
product  per  unit  of  feed  are  due,  therefore,  to  differences  in  the 
efficiency  of  men  as  well  as  to  differences  in  the  efficiency  of  cows. 
The  cows  in  one  herd  in  the  same  bam,  receiving  the  same  feed, 
care,  and  management,  must  be  compared  if  cow  efficiencies  are  to 
be  isolated.  In  Table  III  this  condition  is  provided.  Twenty-six 
cows,  all  pure-breds  and  supposed  to  be  very  high  class,  show  a 
range  in  efficiency  from  $2.46  to  $1.44.  The  surplus  product 
over  feed  cost  being  more  than  three  times  as  great  from  the  most 
efficient  as  from  the  least  efficient.  The  range  in  capacity  was 
from  $99.83  to  $82.69.  It  is  possible  to  pile  up  unlimited  quan- 
tities of  facts  which  show  similar  variations  in  the  other  instru- 
ments of  production. 

The  fact  of  differences  in  efficiency  and  capacity  granted,  are 
they  significant  from  the  standpoint  of  production?  From  the 
point  of  view  of  the  effective  management  of  farms  the  significance 
of  this  analysis  of  the  grades  of  the  factors  of  production  lies  in 
its  relation  to  the  problem  of  right  choice  of  the  instruments  of 
production  which  are  to  be  combined  under  a  given  management. 

If  differences  in  market  valuations  correspond  to  each  man's 
estimate  of  the  variations  in  the  usefulness  of  these  instnunents, 
the  problem  of  choice  would  be  solved,  but  unfortunately  this  is 
not  true.  The  individual  valuations  of  given  instruments  of  pro- 
duction have  a  wide  range  above  and  below  the  market  valuations. 

It  is  this  discrepancy  between  individual  and  market  valuations 
or  "value  in  use  and  value  in  exchange*'  which  prohibits  taking  the 
position  that  one  dollar's  worth  of  agricultural  land,  labor,  or 
equipment  is  as  useful  to  the  farmer  as  any  other  dollar's  worth, 
that  market  prices  eliminate  the  necessity  of  careful  selection  of 
the  grades  of  the  factors  of  production,  and  which  makes  it  neces- 
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sary  for  each  farmer  to  use  great  care  in  the  choice  of  the  pro- 
ductive >agent8  with  which  he  associates  himself. 

Does  it  make  any  difference  which  grades  of  capacity  are 
chosen?  Only  in  the  same  sense  that  the  mason  finds  use  for 
stones  of  different  sizes  in  building  a  wall,  each  occupying  space 
according  to  its  size,  where  there  are  spaces  of  varying  dimen- 
sions to  be  filled.  To  take  specific  cases,  a  low  capacity  cow  may 
best  serve  the  purpose  of  a  city  man  wanting  a  small  amount  of 
milk  for  his  own  family.  A  boy  of  half  capacity  may  just  fill  out 
the  need  for  additional  labor  on  a  given  farm.  Aside  from  this, 
choice  is  not  based  upon  capacity  but  upon  the  efficiency  of  the 
factors. 

The  surplus  product  of  cow  No.  1  is  much  greater  when  on  the 
farm  of  Mr.  A.  than  when  on  the  farm  of  Mr.  JB.  Because  of  this 
Mr.  A.  can  pay  more  for  this  cow  than  Mr.  B.  can  pay  without 
suffering  a  relative  loss.  Furthermore,  the  surplus  due  to  Mr. 
A's  superior  efficiency  is  greater  when  he  keeps  cows  of  superior 
efficiency  than  when  he  keeps  cows  of  low  efficiency.  The  result  of 
competition  tends  therefore  to  put  the  most  efficient  cows  into  the 
hands  of  the  most  efficient  dairymen,  and  the  marginal  cows  into 
the  hands  of  the  marginal  dairymen.  This  seems  to  be  true  of  all 
the  factors  of  production  and  tends  to  combine  these  factors  on 
the  basis  of  their  grades  of  efficiency.  If  a  given  farmer  associates 
himself  with  an  efficiency  grade  other  than  that  which  corresponds 
to  his  own  grade  of  efficiency,  whether  it  be  higher  or  lower,  his 
profits  will  fall  short  of  the  possible  maximum. 

How  does  this  affect  total  productivity?  Total  productivity  of 
society  is  greatly  increased  by  the  combination  of  the  factors 
which  throws  the  most  efficient  factors  together.  The  productivity 
of  the  inefficient  is  minimized,  it  is  true,  but  the  productivity  of 
the  most  efficient  is  at  the  maximum,  and  the  total  product,  it  is 
believed,  is  greater  than  any  other  combination  would  yield.  True 
social  economy  calls  for  this  combination,  and  it  is  these  facts  of 
variation  in  efficiency  which  give  hope  that  competition  may  grad- 
ually lift  the  average  of  efficiency  by  the  elimination  of  the  mar- 
gmal  and  the  multiplication  of  the  better  and  the  best.  So  long 
as  this  process  is  in  operation  poorhouses  will  be  needed,  but  is  it 
not  cheaper  to  provide  for  the  inefficient  in  this  way  than  to  have 
them  match  their  inefficiency  with  land  and  equipments  which  have 
high  potential  productivity? 

Variations  in  efficiency  and  capacity  have  an  important  relation 
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to  the  problems  of  the  distribution  of  wealth,  with  especial  refer- 
ence to  the  ownership  of  Ifiuid.  It  is  the  wide  range  in  the  efficiency 
and  the  capacity  of  farmers  that  makes  possible  the  saving  of  the 
funds  essential  to  the  climbing  of  the  agricultural  ladder.  As- 
suming the  acceptance  of  the  theory  of  the  relation  of  prices  of 
agricultural  products  and  marginal  costs,  it  follows  that  every 
man  possessing  efficiency  superior  to  that  of  the  marginal  farmer 
may  save  from  the  surplus  and  rise  to  a  higher  rung  on  the  agri- 
cultural ladder.  It  would  seem  also  that  the  man  of  high  capacity 
may  save  more  than  his  competitor  of  equal  efficiency  who  pos- 
sesses lower  capacity,  the  assumption  here  involved  being  that  the 
man  of  high  capacity  may  have  the  same  standard  of  living  as  his 
competitors.  The  emphasis  is  upon  the  opportunity  to  save,  not 
upon  the  use  made  of  this  opportunity.  This  all  points  to  the 
need  of  keeping  obstructions  off  of  the  agricultural  ladder,  so  that 
there  will  be  an  inducement  to  save  with  a  view  to  buying  land. 

It  is  because  of  the  significant  relation  of  these  variations  in 
the  usefulness  of  men  and  capital  goods  to  the  problems  of  economy 
in  production  and  to  «  socially  desirable  distribution  of  agricul- 
tural wealth,  that  I  have  asked  your  attention  to  this  subject. 
For  the  sake  of  brevity  many  arbitrary  statements  have  been  made 
which  I  might  rather  have  put  in  the  form  of  questions.  The 
question  of  terminology  is  entirely  superficial,  yet  I  shall  be 
pleased  to  have  suggestions  on  the  choice  of  terms  as  well  as  upon 
the  development  of  principles. 
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TABLE  I 

VAmiATiom  nr  Bffioiknct  and  Oapacitt  of  Piftt-onb  Fabmxbs 

LiTnro  NXAB  Dallas,  Babbon  Co.,  Wisooksin 


EFFICIXirCT 

Capacity 

Pboductivity 

Prodact 

Total 

Besiduum 

Bank 

per  DolUr 
of  Outlay 

Bank 

Annual 
Outtay 

Bank 

Value  of 
Product 

Bank 

for 

Farmer's 

Effort 

1 

$8.05 

48 

1  421 

87 

$1285 

18 

$  864 

2 

2.84 

88 

982 

8 

2649 

4 

1717 

8 

2.68 

47 

484 

41 

1148 

22 

709 

4 

2.48 

51 

298 

48 

727 

84 

434 

5 

2.40 

49 

888 

46 

799 

82 

466 

6 

2.16 

4 

1688 

1 

8644 

1 

1961 

7 

2.18 

16 

1884 

7 

2844 

6 

1510 

8 

2.12 

89 

775 

26 

1646 

16 

871 

9 

2.11 

29 

1026 

16 

2165 

12 

1189 

10 

2.10 

18 

1879 

6 

2895 

5 

1516 

11 

2.10 

82 

961 

18 

2018 

18 

1057 

12 

2.09 

1 

1784 

2 

8619 

2 

1885 

18 

2.07 

5 

1675 

8 

8478 

8 

1798 

14 

2.05 

21 

1208 

10 

2472 

8 

1269 

15 

2.08 

80 

988 

19 

2000 

10 

1017 

16 

1.90 

50 

895 

49 

749 

41 

854 

17 

1.88 

15 

1844 

9 

2588 

11 

1189 

18 

1.86 

6 

1618 

4 

8016 

7 

1398 

19 

1.84 

42 

789 

88 

1361 

26 

622 

20 

1.88 

87 

881 

27 

1610 

21 

729 

21 

1.82 

18 

1266 

18 

2807 

14 

1041 

22 

1.75 

24 

1124 

20 

1968 

19 

889 

28 

1.72 

8 

1695 

5 

2909 

9 

1214 

24 

1.71 

17 

1278 

15 

2192 

15 

914 

25 

1.71 

45 

568 

45 

962 

86 

899 

26 

1.70 

85 

894 

29 

1522 

25 

628 

27 

1.64 

44 

620 

48 

1015 

88 

895 

28 

1.62 

12 

1892 

14 

2259 

17 

867 

29 

1.60 

48 

715 

40 

1146 

85 

481 

80 

1.60 

28 

1165 

22 

1868 

28 

708 

81 

1.59 

86 

885 

82 

1410 

29 

525 

82 

1.56 

46 

440 

51 

686 

44 

246 

88 

1.52 

40 

764 

89 

1162 

87 

898 

84 

1.52 

22 

1178 

25 

1778 

27 

605 

85 

1.48 

7 

1595 

11 

2858 

20 

768 

86 

1.47 

27 

1090 

28 

1602 

81 

512 

87 

1.47 

31 

978 

81 

1485 

88 

457 

88 

1.88 

14 

1858 

28 

1878 

80 

520 

89 

1.87 

2 

1708 

12 

2889 

24 

686 

40 

1.86 

8 

1595 

17 

2165 

28 

570 

41 

1.29 

28 

1018 

86 

1809 

42 

291 

42 

1.26 

9 

1505 

21 

1898 

89 

898 

48 

1.24 

10 

1492 

24 

1858 

40 

861 

44 

1.24 

20 

1211 

80 

1496 

48 

285 

45 

1.20 

25 

1108 

85 

1820 

45 

217 

46 

1.11 

26 

1095 

88 

1219 

46 

124 

47 

1.08 

84 

982 

44 

1009 

48 

77 

48 

1.07 

19 

1268 

84 

1848 

47 

85 

49 

1.02 

41 

742 

47 

759 

49 

17 

60 

.88 

88 

804 

50 

718 

50 

-91 

51 

.77 

11 

1469 

42 

1181 

51 

-888 

A^Ttngi 

fl.66 

$1079.8 

$1797.2 

$717.4 
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TABLE  II 

Bfficiekcy,  Capacity,  and  Productititt  of  the  Best  Ten  and  the  Poorest 

Ten  of  the  898  Cows  in  the  Wisconsin  Dairy  Cow  Competition,  1909-1911 

(FEED  AND  PRODUCT  VALUES  STANDARDIZED) 

The  Most  Sfficient  Ten  Cows 


Efficiency 

Capacity 

Productivity 

Rank 

Product 
per  Unit 
of  Feed 

Rank 

Value 

Of  Peed 

Consumed 

Rank 

Value  of 
Product 
per  Cow 

Rank 

Value  of 

Product 

minus  Cost 

of  Feed 

1 
2 
8 
4 
5 

6 
7 
8 
9 
10 

$2.71 
2.26 
2.60 
2.49 
2.46 

2.86 
2.84 
2.81 
2.28 
2.19 

8 
5 
10 
9 
2 

7 
6 
8 
4 

1 

1  76  32 

88.56 
64.62 
72.60 
99.83 

78.24 
88.88 
99.20 
94.06 
129.40 

6 
6 
10 
9 
2 

8 
7 
8 
4 

1 

$204.11 
200.83 
167.94 
180.60 
246.10 

184.94 
196.06 
229.56 
214.87 
283.84 

4 
7 
10 
8 
2 

9 

6 
8 
6 

1 

$128.79 
111.77 
108.82 
108.00 
146.27 

106.70 
112.18 
180.35 
120.81 
154.44 

Average 
of  best  ten 

$2.88 

$88.57 

$210.88 

$122.26 

The  Least  Efficient  Ten  Cows 


1 

$1.25 

6 

$  77.17 

8 

$  96.69 

1 

$19.62 

2 

1.20 

2 

96.55 

2 

115.75 

2 

19.20 

8 

1.18 

10 

67.28 

8 

79.10 

5 

11.82 

4 

1.18 

9 

74.82 

6 

88.06 

4 

18.24 

5 

1.18 

1 

108.69 

1 

117.45 

8 

18.76 

6 

1.11 

4 

82.47 

4 

91.72 

6 

9.25 

7 

1.10 

7 

75.22 

7 

82.66 

7 

7.44 

8 

1.06 

8 

84.85 

5 

90.26 

8 

5.41 

9 

.98 

8 

76.88 

9 

75.14 

9 

-1.24 

10 

.92 

5 

80.26 

10 

74.16 

10 

-6.10 

Average 

of  poorest 

$1.11 

$81.87 

$91.10 

$9.28 

ten 
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TABLE  ni 

Yabiations  in  Efficienot  and  Capacity  of  26  Bkoistbbsd  Cows  of  th» 

Sams  Breed  ttndeb  the  Same  Management 


Efficiency 

Capacity 

Pboductitity 

Product 

Value  of 

Value  of 

Value  of 

Product 

minus  Cost 

of  Feed 

Bank 

i)er  Dnit 
of  Feed 

Rank 

Feed 
Coniumed 

Rank 

Product 
per  Cow 

Rank 

1 

12.46 

1 

$99.88 

1 

$246.10 

1 

$146.27 

2 

2.40 

16 

86.42 

6 

207.76 

4 

121.84 

3 

2.88 

7 

91.06 

8 

216.62 

8 

126.47 

4 

2.84 

6 

94.06 

2 

220.01 

2 

126.96 

5 

2.28 

4 

94.06 

4 

214.87 

6 

120.81 

6 

2.18 

18 

86.06 

6 

188.68 

6 

97.47 

7 

2.09 

20 

84.20 

10 

176.89 

7 

92.19 

8 

2.06 

14 

86.70 

8 

178.66 

8 

91.86 

9 

2.06 

18 

86.76 

9 

178.11 

9 

91.86 

10 

1.98 

16 

86.69 

18 

166.70 

12 

80.11 

11 

1.91 

11 

88.62 

12 

169.20 

11 

80.68 

12 

1.91 

6 

94.01 

7 

179.26 

10 

86.24 

18 

1.82 

17 

86.28 

16 

167.20 

14 

70.97 

14 

1.76 

8 

98.98 

11 

174.64 

18 

76.71 

16 

1.74 

26 

82.69 

20 

148.61 

18 

60.92 

16 

1.78 

26 

82.94 

22 

148.18 

10 

60.24 

17 

1.72 

12 

87.08 

18 

160.02 

16 

62.99 

18 

1.72 

9 

89.07 

16 

168.61 

16 

64.44 

19 

1.72 

21 

88.62 

21 

148.61 

20 

60.09 

20 

1.69 

28 

88.10 

28 

140.46 

22 

67.86 

21 

1.69 

9 

89.16 

17 

160.68 

17 

61.62 

22 

1.66 

24 

88.01 

24 

186.60 

24 

68.69 

28 

1.68 

8 

89.82 

19 

146.41 

28 

66.09 

24 

1.60 

22 

82.22 

26 

181.86 

26 

49.18 

25 

1.68 

2 

99.74 

14 

167.28 

21 

67.64 

26 

1.44 

19 

84.77 

26 

122.22 

26 

87.46 

Average 

$1.91 

$88.46 

$168.72 

$80.26 
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TWO  DIMENSIONS  OF  PRODUCTIVITY— DISCUSSION 

£.  Dana  Durand. — Professor  Taylor's  methods  and  results  are 
exceedingly  interesting.  One  would  wish  to  know^  however^  whether 
the  returns  for  the  individual  man  are  typical.  If  they  represent  a 
single  year's  business  only^  the  relative  figures  for  the  different  men 
might  be  greatly  affected  by  accidental  circumstances,  such  as  excep- 
tionally high  or  low  prices  for  particular  crops,  exceptionally  favor- 
able or  unfavorable  weather  for  particular  crops.  Of  course  if  all  the 
men  were  engaged  in  practically  the  same  type  of  farming  and  af- 
fected alike  by  the  conditions,  the  results  even  of  a  single  year  would 
be  fairly  comparable. 

(In  answer  to  this  Professor  Taylor  stated  that  the  figures  related 
to  a  single  year  but  that  the  university  proposed  to  keep  up  the  sys- 
tem in  tiie  same  comrnxmity  for  a  series  of  years  to  get  more  typical 
results.  He  also  stated  that  the  farmers  were  largely  engaged  in  sub- 
stantially similar  farming  operations.) 

A.  A.  Young. — Professor  Taylor  has  again  made  us  his  debtors  for 
a  study  of  a  kind  all  too  rare,  in  which  the  results  of  painstaking 
statistical  research  and  of  careful  consideration  of  some  fundamental 
problems  of  economic  theory  are  brought  together  to  illuminate  each 
other.  If  time  permitted  I  should  want  to  dwell  longer  on  the  value 
and  'significance  of  Professor  Taylor's  work.  But  Professor  Taylor 
has  proffered  his  paper  as  merely  a  tentative  formulation  of  his  own 
conclusions,  and  has  invited  suggestions.  So  it  will  be  better,  I  sup- 
pose, to  confine  myself  to  certain  minor  points  where  I  do  not  feel 
quite  certain  about  Professor  Taylor's  interpretation  of  the  meaning 
of  his  figures. 

I  do  not  imagine  that  Professor  Taylor  meant  to  be  taken  quite 
literally  when  he  said  that  his  "two  dimensions  of  economic  produc- 
tivity," capacity  and  efficiency,  "are  as  different  as  length  and 
breadth."  At  any  rate,  these  two  variables  do  not  seem  to  me  to  be 
wholly  independent.  Professor  Taylor's  index  of  efficiency  is  "pro- 
duct per  dollar  of  outlay,"  and  this,  for  each  farmer,  may  be  viewed  as 
an  average.  Now  the  good  farmer  and  the  poor  farmer  alike  have  to 
encounter  the  fact  of  diminishing  productivity.  The  particular  phase 
of  the  principle  of  diminishing  productivity  which  is  important  here 
is  not  that  which  we  set  in  the  foreground  when  we  analyze  the  way  in 
which  the  amount  of  the  product  or  yield  per  unit  which  has  to  be  im- 
puted to  any  one  sort  of  productive  agent  diminishes  as  more  units  of 
that  particular  agent  are  combined  with  a  ^ven  equipment  of  other 
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prodnctiye  agents.  For  the  general  theory  of  distribution  this  is  un- 
doubtedly the  most  significant  aspect  of  the  matter.  But  for  certain 
other  purposes^ — especially  the  theory  of  the  size  of  the  business  unit^ 
— our  emphasis  has  to  be  put  on  the  diminishing  yield  of  any  or  all 
of  the  different  productive  agents  when  utilized  in  connection  with 
any  one  enterprise  or  business  scheme.  Here  we  must  think^  not  of 
labor  as  "applied  to  land/'  but  of  labor  and  land  and  other  productive 
agents  as  being  used  together^  in  larger  or  smaller  amounts^  in  some  one 
money-getting  enterprise. 

The  farmer  who  gets  a  larger  yield  per  dollar  from  the  specific 
amount  of  expenditures  he  finds  it  most  profitable  to  make  than  some 
other  farmer  gets  from  the  (different)  amount  of  expenditure  which 
happens  to  be^  for  him^  the  most  profitable  amount^  is  not  necessarily^ 
by  all  standards^  the  more  efficient  farmer  of  the  two.  It  may  be  that 
the  second  farmer's  expenditures  and  product  are  much  larger  than 
the  first's ;  it  may  be  that  if  he  farmed  on  as  small  a  scale  as  the  first 
farmer  his  product  per  dollar  of  outlay  would  be  larger;  it  may  be 
that  for  this  reason  he  can  push  his  expenditures  further  before  com- 
mg  to  the  no-profit  margin;  it  may  be,  also,  that  this  is  precisely  why 
his  actual  product,  per  dollar  of  outlay,  becomes  smaller  than  that  of 
the  first  farmer.  The  ability  to  get  a  larger  yield  from  a  given  amount 
of  resources  may  be  the  underlying  cause  of  larger  "capacity,"  and 
this  may  show  itself  in  a  lower  degree  of  "efficiency,"  as  defined  by 
Professor  Taylor.  High  "efficiency"  may  thus  sometimes  merely  be 
the  result  of  a  relatively  steep  curve  of  diminishing  productivity. 

I  do  not  attach  a  great  deal  of  weight  to  this  point,  because  Profes- 
sor Taylor's  figures  do  not  suggest  an  inverse  correlation  between 
"efficiency"  and  "capacity,"  and,  further,  because  they  indicate  a 
higher  degree  of  direct  correlation  between  the  "residuum  for  the 
farmer's  effort"  and  "efficiency"  than  between  this  residuum  and 
"capacity." 

I  am  not  quite  clear  about  the  basis  of  Professor  Taylor's  conclusion 
that  "the  result  of  competition  tends  to  put  the  most  efficient  cows  into 
the  hands  of  the  most  efficient  dairymen  and  the  marginal  cows  into 
the  hands  of  the  marginal  dairymen."  I  don't  doubt  the  fact.  But 
I  can't  see  that  it  follows  from  Professor  Taylor's  figures  for 
"efficiency."  Isn't  this  problem  a  matter,  not  of  average  product 
per  unit  of  outlay,  but  of  specific  product  at  the  no-profit  margin? 

J.  G.  Thompson. — Professor  Taylor  has  asked  for  suggestions 
with  reference  to  the  use  of  terms,  or  otherwise.     I  would  say  that  his 
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usage  of  the  term  "capacity"  seems  to  me  somewhat  open  to  objection, 
although  I  can  see  what  he  has  in  mind  in  using  the  woid  as  he  does. 
In  ordinary  usage  "capacity"  is  very  closely  related  to  "eflWency" — 
the  very  word  or  term  over  against  which  he  is  attempting  to  set  the 
former.  Would  it  be  possible  to  use  the  word  "intake"  instead? 
This  would  seem  to  express  fully  the  idea  that  Professor  Taylor  has 
in  mind  and  would  at  the  same  time  be  free  from  the  objection  of 
partial  identification  with  the  term  or  word  with  which  it  is  meant  to 
be  contrasted. 

Professor  Young  has  suggested  that  th^e  figures  from  Professor 
Taylor's  tables  may  give  a  wrong  impression  with  regard  to  efficiency, 
since  a  man  with  the  ability  to  handle  a  great  number  of  productive 
units  and  thus  with  a  slowly  declining  curve  of  efficiency  may  show, 
by  this  standard,  less  efficiency  per  unit  than  a  man  of  small  ability, 
whose  efficiency  falls  away  very  rapidly  after  the  first  few  units  and 
who  therefore  commands  only  a  few  units,  with  a  relatively  high 
average  efficiency  for  the  units  commanded.  But,  from  the  com- 
munity point  of  view,  at  least,  efficiency  would  seem  to  be  properly 
interpreted  by  Professor  Taylor's  tables.  For  it  is  evident  that  it  is 
more  to  the  advantage  of  the  conmmnity  to  have  the  productive  units 
effectively  used  in  small  amounts  by  many  men  of  smaller  capacity 
than  to  have  a  few  men  of  great  ability  for  large  enterprises  command 
so  great  a  number  of  units  that  there  is  a  serious  impairment  of  the 
productivity  of  the  last  units  utilized  and  thus  low  average  productivity 
per  unit  as  a  whole.  There  would  appear  to  be,  too,  a  tendency  for 
these  men  of  smaller  ability  to  win  over,  from  the  abler  men,  the  con- 
trol of  these  additional  units  that  cannot  be  used  so  productively  by 
the  latter,  because  the  former  can  make  them  yield  more  and  can 
therefore  pay  more  for  their  control  than  can  the  latter.  Competition 
tends  to  bring  this  result  about,  and  it  would  seem  to  be  desirable  from 
the  community  point  of  view. 

Frank  A.  Fbttbr. — ^The  Chairman  has  asked  what  the  economic 
theorists  may  think  of  the  possibility  of  learning  from  the  agricultural 
economists.  Speaking  for  one,  I  would  say  it  is  not  the  first  time  we 
have  been  under  obligations  to  Professor  Taylor,  as  well  as  to  other 
agricultural  economists.  Years  ago,  as  a  contributor  to  the  newer 
doctrine  of  rent,  he  earned  a  right  to  our  respectful  attention  and  to 
our  gratitude.  He  has  helped  to  show  that  the  abstractions  and  gen- 
eralisations regarding  land,  presented  a  hundred  years  ago  in  England, 
under  very  different  conditions,  have  little  application  to  the  practical 
problems  of  our  own  day.     The  students  of  economic  theory  will  do 
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well  to  heed  on  the  one  hand  the  work  of  the  agricnltiiral  economists^ 
and  on  the  other  hand  the  work  of  the  cost  accountants  and  statisticians. 
These  men^  who  are  studying  the  concrete  facts  of  our  environment^ 
are  doing  effective  work^  from  which  economic  theory  may  learn  vital 
lessons.  The  sessions  on  economic  theory  in  this  association  have 
sometimes  been  filled  with  lamentations  at  the  lack  of  progress  in  the 
subject.  There  are  some  pessimists  among  us  who  seem  to  think  that 
the  only  good  economic  theorists  are  dead  economic  theorists.  But  such 
sessions  as  that  of  this  morning  and  as  the  present  one^  give  encourag- 
ing evidence  that  we  are  seeking  economic  theory  not  so  much  in  the 
dusty  volumes  of  Ricardo  and  Mill  as  in  the  living  pages  of  our  own 
times.  In  studying  the  actual  conditions  around  us  we  are  finding  new 
conceptions^  a  new  terminology^  and  a  new  economic  philosophy^  at 
once  more  logical  and  more  fitted  to  our  needs  than  are  those  of  the 
English  school. 
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THE  RESULTS  OF  SOME  RURAL  SOCIAL  SURVEYS 

IN  lOWA^ 

By  Geo.  H.  Von  Tunosln 
Iowa  State  College 

The  highest  achievement  to  which  civilization  can  aspire  is 
maximum  himian  well-being,  and  to  point  the  way  to  this  goal  ifi 
the  business  of  the  student  and  leader  of  men.  Li  order,  there- 
fore, that  he  may  be  enabled  to  set  both  the  danger-signals  and 
the  sign-posts  along  the  road  civilization  must  travel,  the  student, 
through  his  science  and  leadership,  must  not  only  find  means 
whereby  abnormal  and  undesirable  conditions  can  be  restored  to 
the  normal  and  desirable  state,  but  must  also  determine  means  of 
prevention  and  invention :  prevention  of  that  which  would  impair 
human  well-being  and  invention  or  discovery  of  that  which  will 
increase  himian  weal  or  human  happiness. 

It  is  to  the  student  and  leader  that  society  looks  for  its  reme- 
dial and  preventive  suggestions  and  measures.  Society  is  no  longer 
satisfied  to  proceed  on  the  hit-or-miss  or  the  put-the-cart-before- 
the-horse  method.  It  is  no  longer  willing  to  take  the  leap  into  the 
dark,  but  rather  persists  in  emphasizing  its  belief,  that  in  first 
knowing  definitely  what  conditions  now  are,  there  may  be  secured 
a  clearer  idea  as  to  what  conditions  might  be,  as  well  as  a  clue  or 
guide  to  the  realization  of  what  might  be.  It  insists  that  the 
next  step  in  the  social  field  is  not  theorizing  but  the  gathering  and 
compiling  of  more  facts. 

With  the  advancement  of  the  human  race  there  comes  an  ever 
growing  complexity  of  himian  relationships  and  an  ever  increasing 
interdependence  of  individuals  upon  each  other.    This  is  the  day 

1  Since  this  paper  was  to  be  read  before  an  associatioii  that  is  primarily 
interested  in  the  study  of  economic  problems^  the  writer  has  emphasised 
chiefly  economic  conditions  and  such  other  conditions,  which  the  two  surveys 
revealed,  as  are  rather  closely  related  to  these  economic  conditions.  The  more 
purely  sociological  conditions  and  information  that  reveals  the  social  mind  of 
the  conmiunities  have  been  purposely  omitted.  Believing,  however,  that  most 
economists  are  mindful  of  the  importance  of  the  rural  social  mind  and  rural 
social  conditions,  the  writer  has  taken  the  liberty  to  add  a  few  of  the  ques- 
tions asked  that  revealed  the  social  mind,  and  just  a  few  statements  con- 
cerning the  social  Ufe  in  one  of  the  townships*  The  figures  in  this  paper  ap- 
pear in  Bulletins  No.  170  and  No.  171,  by  the  same  author,  of  the  Agricultural 
Experiment  Station,  Iowa  State  College,  Ames,  Iowa.  These  bulletins  are 
social  sixr^tjs  of  the  respective  townships. 
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of  specialization  in  work  and  of  gener€dization  in  citizenship. 
That  is  to  say,  man  as  a  workman  is  more  and  more  limiting  his 
activities  to  a  narrower  field,  he  is  speci€dizing,  while  his  experi- 
ences and  responsibilities  as  a  citizen  of  society  are  constantly 
expanding.  In  the  day  of  undifferentiated  employments  man  was 
most  independent,  whereas,  in  this  day  of  division  of  labor  within 
differentiated  employments,  he  is  most  interdependent.  Today  the 
same  individual,  in  pursuing  his  responsibilities  as  a  workman  and 
his  duties  as  a  citizen  of  society,  is  subjected  to  experiences  which 
tend  to  produce  in  him  opposite  results.  However,  it  is  precisely 
in  meeting  this  dual  experience  that  he  also  faces  the  dual  problem 
of  life  which  all  must  meet:  the  problem  of  getting  a  living  and 
the  problem  of  living  with  and  among  his  fellowmen. 

In  the  past  the  scienjbist  devoted  his  energies  almost  entirely  to 
assisting  man  in  his  endeavor  to  meet  the  first  of  these  two  prob- 
lems, the  problem  of  getting  a  living.  In  the  past  it  was  prob- 
ably proper  that  he  should  do  so,  for  the  possible  standard  of 
living  and  the  stage  reached  by  civilization  did  not,  for  the  most 
part,  permit  man  to  divide  the  day  into  more  than  two  parts,  a 
time  for  work  and  a  time  for  sleep.  Today  the  higher  stage 
reached  by  civilization  makes  it  possible,  and  a  better  standard  of 
living  demands,  that  the  day  be  divided  into  three  parts :  a  part 
for  work,  a  part  for  sleep,  and  a  part  for  leisure,  recreation,  or, 
as  it  is  sometimes  spoken  of,  higher  life.  This  threefold  division 
of  the  day,  together  with  the  specialization  of  man  as  a  workman 
and  the  generalization  of  man  as  a  citizen,  so  characteristic  of 
this  age,  brings  into  full  interplay  both  of  these  problems  of  life 
that  man  must  meet.  Therefore,  the  scientist,  or  investigator, 
must  be  mindful  of  both,  if  he  is  to  be  of  greatest  service  to  his 
day  and  age.  In  order  to  enable  him  to  render  such  service  in  the 
most  efficacious  way  he  must  first  know  how  men  are  trying  to 
meet  these  problems  and  with  what  success  they  are  accomplish- 
ing their  end.  Having  this  information  he  will  probably  be  in  a 
positi(m  to  suggest  improved  lines  of  action  to  achieve  what  is 
already  being  done  and  also  point  out  new  lines  of  action  to  effect 
other  desirable  results.  To  secure  this  information  the  student  of 
social  problems  properly  resorts  to  the  social  survey,  or  original 
investigation. 

Such  a  survey  or  investigation  may  be  briefly  defined  as  taking 
an  inventory  of  a  conmiunity's  activities  and  conditions,  or  a  com- 
munity stock-taking. 
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The  aim  of  such  a  study  is  twofold:  first,  to  get  a  true-to-life 
picture  of  the  community  in  its  every  walk  of  life ;  and,  second,  to 
take  back  to  this  community  this  true-to-life  picture  of  itself  by 
disseminating  knowledge  of  this  picture  among  the  members  of 
that  community,  hoping  in  this  way  to  create  a  fuller  apprecia- 
tion, on  the  part  of  the  members  of  the  community,  of  its  desirable 
features  because  they  are  better  known,  and  creating  at  the  same 
time  a  more  active  dietermination,  on  the  part  of  the  members  of 
the  same  community,  to  eliminate  its  undesirable  features,  because 
they  too  have  come  to  be  better  known  and  have  been  brought  out 
into  a  bolder  relief  across  the  plane  of  that  community's  well- 
being.  From  this  it  is  at  once  obvious  that  the  purpose  of  the 
social  survey  is  not  "to  show-up"  a  community  but  "to  build  up'* 
a  community. 

The  method  of  study  and  the  scope  or  field  to  be  covered  by  the 
student  in  making  a  social  survey  must  be  determined  mainly  by 
the  object  he  has  in  view  in  making  the  investigation.  If  his  study 
is  to  be  intensive  and  specific,  or  a  study  that  involves  very  definite 
and  detailed  information,  rather  than  extensive  and  aiming  at 
generalizations  only,  he  must  of  necessity  attempt  to  cover  only 
limited  areas  in  individual  studies.  This  must  be  done  for  the 
reason  that  regions  where  the  same  conditions  are  likely  to  prevail 
with  somewhat  of  the  same  degree  of  regularity  and  intensiveness 
are  limited  in  area.  A  study,  therefore,  that  is  to  reveal  com- 
munity characteristics  in  detail  must  be  limited  by  community 
boundaries.  It  is  not  always  possible  to  determine  absolutely 
where  the  community  boundaries  are,  but  to  neglect  them  entirely 
will  mean  that  such  an  intensive  study  does  not  very  accurately 
reveal  the  conditions  of  either  the  entire  area  covered  or  any  part 
thereof,  and  cannot  therefore  serve  as  the  best  possible  guide  for 
advancing  the  interests  of  the  area  included  in  the  study.  In 
order  to  secure  this  detailed  information  the  investigator  will  find 
it  necessary  to  interview  either  personally,  or  through  his  trained 
assistants,  each  family  that  resides  in  the  territory  covered  by  his 
study,  that  he  may  secure  the  information  at  the  source  and  at 
first-hand.  Having  interviewed  all  the  families  in  this  way,  he 
should  then  check  up  the  information  thus  secured  in  every  way 
that  is  available  to  him,  in  order  to  eliminate,  as  far  as  possible, 
exaggerations,  misrepresentations,  and  omissions  in  his  data. 

It  is  this  type  of  survey  that  this  paper  deals  with  in  the  pre- 
sentation of  the  facts  that  we  are  to  consider  presently. 
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If  the  study  is  to  be  of  the  extensive  type,  if  only  general  in- 
formation is  sought,  or  if  the  student  wishes  to  know  only  what 
the  general  tendencies  are  and  is  not  looking  for  very  clearly  de- 
fined lines  of  demarcation,  than  a  much  larger  area  may  be  included 
in  his  study,  and  he  need  not  always  personally  interview  each 
family  which  resides  within  the  region  covered  by  his  study.  Often 
several  well-informed  persons  of  that,  or  near-by  regions,  can, 
between  them,  give  him  the  information  he  desires.  Such  a  study 
is,  of  course,  chiefly  intended  to  furnish  the  investigator  with 
some  desired  information,  often  without  any  particular  thought 
of  what  seems  to  me  to  be  the  greater  function  of  such  research, 
serving  as  a  guide  to  the  people  of  the  region  studied  to  the  end 
of  enlarging  their  own  welfare.  An  intensive  study  may  serve  then 
as  a  very  definite  guide  to  the  people  of  the  region  studied,  and 
also  offer  helpful  suggestions  to  other  communities  as  to  how  they 
may  best  go  about  improving  their  conditions.  Since  there  are 
no  two  identical  communities,  it  cannot  be  a  complete  guide  to 
such  other  conmiunities,  for  the  obvious  reason  that  it  is  not  an 
exact  revelation  of  their  conditions.  In  the  case  of  the  extensive 
study  not  a  great  deal  may  be  expected  of  it  in  either  of  these 
services,  because  its  revelations  are  not  specific  enough  to  sug- 
gest clear-cut  programs  of  procedure  to  achieve  either  of  the 
these  ends. 

The  value  of  a  survey  is  very  largely  determined  by  the  ac- 
curacy of  the  data  collected.  The  best  way  to  secure  most  ac- 
curate data,  I  believe,  is  to  put  the  work  of  collecting  them  on 
such  a  basis  that  the  people  of  the  community  will  give  one  the 
data  asked  for  voluntarily  and  without  hesitation.  It  is  human 
nature  to  feel  that  one  is  important,  and  if,  therefore,  you  seek 
the  honest  cooperation  of  others,  the  surest  way  to  get  it  is  to  give 
them  an  opportunity  to  play  an  important  part  in  the  scheme 
and  allow  them  to  take  to  themselves  considerable  credit  for  hav- 
ing played  their  part.  This  is  the  method  that  I  pursue  in  the 
work  we  are  doing  in  Iowa.  That  is  to  say,  I  first  consult  with 
the  County  Agent,  if  there  is  one,  and  a  few  of  the  leading  men 
and  women  of  the  community  as  to  the  purpose  of  such  a  study 
and  the  cooperation  they  think  could  be  secured  in  carrying  on  a 
piece  of  research  of  this  kind  in  their  locality.  If  these  persons 
think  the  time  is  ripe  for  work  of  this  kind  in  their  locality,  I 
make  a  trip  to  the  community  and  put  the  proposition  before  the 
people  at  some  public  meeting,  usually  several  months  before  we 
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are  ready  to  begin  the  work  in  the  field.  After  this  meeting  the 
proposition  is  left  with  them  to  be  talked  over  pro  and  con  for 
some  time  before  a  final  decision  is  made  as  to  whether  or  not  the 
study  is  to  be  made.  In  passing,  I  may  say  that  such  a  propo- 
sition may  well  be  considered  at  some  community  meeting,  such 
as  is  usually  to  be  found  in  most  conmiunities  today.  It  has  been 
considered  on  such  programs  in  Iowa. 

If  the  conmiunity  votes  to  have  the  study  made,  a  survey  com- 
mittee is  appointed,  composed  wholly  of  members  of  the  com- 
munity, which  is  to  serve  as  a  sort  of  advisory  council  to  my  as- 
sistants and  myself  when  we  enter  the  field  to  collect  the  data. 
Any  question  tiiat  may  arise  about  the  work  is  referred  to  this 
committee  or  some  member  thereof.  This  same  committee  also 
talks  up  the  proposition  to  any  who  may  be  somewhat  inclined  to 
oppose  the  work,  or  who  they  think  may  hesitate  to  give  us  the 
data  asked  for  in  our  house-to-house  canvass.  I  see  to  it  that 
this  committee  is  representative  of  all  chief  interests,  creeds,  etc., 
found  in  the  community. 

Along  this  same  line,  I  emphasize,  in  all  of  iny  conferences  with 
the  people  of  the  community  or  representatives  thereof,  that  this 
is  their  work  and  not  ours,  that  we  merely  stand  ready  to  make 
the  study  for  them.  In  this  way  they  take  a  just  pride  in  it, 
because  they  feel  that  they  are  a  long  step  ahead  of  the  com- 
munity that  will  not  cooperate  in  making  a  study  of  itself,  or  that 
has  not  yet  been  asked  to  do  so.  In  keeping  the  work  on  this 
plane,  I  have  found  that  the  people  of  the  community  who  have 
once  voted  to  study  themselves  in  this  way  will  gladly  submit 
themselves  for  sociological  clinic  work,  because  they  feel  that 
thus  they  will  learn  to  know  their  virtues  better,  and,  what  is  no 
less  important,  find  a  way  to  heal  their  own  sores. 

While  in  the  field  both  my  assistants  and  I  live  right  with  the 
people.  This  has  the  advantage  of  putting  us  in  close  and  inti- 
mate touch  with  the  people  we  are  studying.  In  this  way  we  learn 
much  about  the  social  mind  of  the  people  which  one  woidd  not  get 
in  any  other  way.  It  is  the  one  way  in  which  they  will  ^4oosen  up 
to  you,*'  as  the  saying  goes. 

By  following  this  method  I  have  every  reason  to  believe  that 
one  can  with  equal  frankness  and  boldness  emphasize  the  desirable 
and  undesirable  features  which  the  data  reveal  concerning  the 
community,  and  have  the  community  use  both  to  its  own  self- 
improvement,  rather  than  become  indignant  at  the  undesirable 
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revdations.  My  reason  for  believing  this  lies  chiefly  in  the  fact 
that  in  the  two  communities  which  we  have  studied  to  date  many 
of  the  most  influential  members  of  each  conmiunity  repeatedly 
said  to  mcy  in  substance,  Make  a  careful  study  of  our  conditions, 
do  not  spare  us  in  any  way,  we  want  to  know  both  our  credits  and 
our  debits.  It  is  at  once  apparent  that  communities  of  this  type 
have  come  to  believe  that  if  for  the  individual  the  height  of  wisdom 
is  to  know  himself,  the  same  must  be  true  for  the  community  also. 
If  the  work  can  be  placed  and  kept  on  such  a  footing,  I  contend 
that  high  achievements  may  be  expected  of  it.  Communities  that 
do  things  on  such  a  basis  are  operating  under  a  moral  pride  that 
has  been  harnessed  up  to  carry  out  a  civic  need. 

Before  taking  up  the  details  of  the  studies  we  have  made  in 
Iowa  I  must  burden  you  with  a  few  explanations  concerning  the 
regions  studied.  A  criticism  that  may  at  first  be  leveled  against 
the  work  is  that  we  studied  conununities  that  are  above  the  aver- 
age of  our  state  rather  than  those  on  a  low  level  in  general  well- 
being.  That  being  the  case,  it  can  scarcely  be  expected  that  our 
studies  will  help  the  communities  studied  as  they  might  had  we 
studied  a  type  of  communities  less  advanced.  My  answer  to  such 
a  criticism  would  be :  first,  that  no  conununity  is  so  nearly  perfect 
that  it  cannot  profit  greatly  by  a  study  of  itself ;  and  second,  and 
this  is  the  chief  answer,  that  it  is  not  easy  to  make  a  study,  suc- 
cessfully, where  many  searching  and  even  personal  questions  are 
asked,  in  the  more  backward  conmiunities.  Such  communities 
have  not  yet  awakened  from  a  lethargy  of  self-conceit  or  self- 
satisfaction  to  the  extent  that  they  can  be  led  to  appreciate  that 
a  study  of  this  kind  is  intended  for  something  greater  than  ^^show- 
ing  up  a  community."  From  communities  that  are  still  in  such 
a  "clam"  stage  one  cannot  hope  to  secure  much  information  except 
of  a  very  general  type,  such  as  an  investigator  could  secure  by 
observation,  or  information  that  is  very  much  exaggerated.  They 
are  not  ready  to  study  themselves.  But  by  studying  a  few  of  the 
more  advanced  communities  first,  we  hope  to  be  able  to  go  from 
the  top  down  to  these  less  advanced  communities,  by  being  able 
to  take  to  them,  in  black  and  white,  what  has  already  been  ac- 
complished by  other  communities.  If  the  accomplishments  of 
other  communities  can  be  brought  to  them  in  unmistakable  terms, 
we  believe  that  they  will  begin  to  talk  of  their  own  conditions, 
compare  themselves  with  others,  and  when  this  is  once  well  under 
way  solutions  will  also  be  forthcoming  in  these  localities. 


Digitized  by  VjOOQIC 


68  American  Economic  Association 

A  second  criticism  that  might  be  raised  against  the  work  is, 
that  the  areas  covered  and  the  nmnber  of  people  involved  in  each 
study  is  too  small  to  warrant  drawing  hard  and  fast  conclusions 
as  to  the  conditions  to  be  found  over  the  state  generally.  To  this 
I  would  reply :  first,  that  our  work  in  Iowa,  as  in  most  regions,  is 
still  in  its  incipiency;  and  second,  that  we  do  not  wish  to  be  un- 
derstood as  concluding  from  these  studies  that  they  reveal  condi- 
tions generally  for  the  entire  state,  for  we  feel  quite  certain  that 
they  do  not,  but  that  on  the  contrary  other  communities  differ 
from  these  communities  just  as  these  differ  from  each  other.  All 
that  we  wish  to  contend  is  that  these  studies  do  reveal  conditions 
in  their  respective  localities,  and  that  to  know  conditions  in  other 
localities  similar  studies  must  of  necessity  be  made.  Of  course,  no 
one  would  propose  a  study  like  this  of  every  township  in  the  state, 
but  enough  fairly  representative  townships,  or  conmiunities,  should 
be  studied  in  different  parts  of  the  state  to  give  us  a  fairly  repre- 
sentative cross-section  view  of  conditions  generally,  to  serve  as 
a  scientifically  practical  basis  for  constructive  work. 

The  scope  of  this  paper  includes  two  civil  townships,  both  in 
the  northern  half  of  the  state,  one  in  Blackhawk  County,  known 
as  Orange  Township,  and  the  other  in  Clay  County,  known  as 
Lone  Tree  Township.  Orange  Township  is  a  strictly  rural  town- 
ship containing  no  incorporated  village  or  town,  while  Lone  Tree 
has  one  small  incorporated  village  of  47S  persons.  The  village 
population  and  the  land  within  the  incorporation  were  not  included 
in  our  study.  Orange  Township  is  also  not  of  regular  size.  The 
conditions  in  Orange  Township  are  possibly  a  little  above  the  rural 
average  for  the  county,  while  the  conditions  in  Lone  Tree  Town- 
ship are  more  nearly  average  for  the  county.  Both  townships  are 
mixed  farming  regions,  that  is,  both  grain  and  stock-growing 
regions.    The  chief  crops  grown  are  com,  oats,  and  hay. 

In  both  of  these  studies  I  have  listed  as  owner,  imless  otherwise 
stated,  both  those  farmers  who  own  all  the  land  they  operate  and 
those  who  have  a  part  interest  in  the  land  they  operate.  In  case 
of  the  latter  each  happens  to  own  one-half  interest  Then  I  have 
listed  as  tenants,  unless  otherwise  stated,  all  fanners  who  rent  all 
the  land  they  operate  and  also  those  who  rent  the  places  they  live 
on,  even  though  they  do  own  some  land  in  addition  to  the  places 
they  live  on.  In  case  of  the  latter  a  few  farmers  operate  the  land 
they  own  in  addition  to  the  land  they  rent,  but  the  average  holding 
of  this  entire  group  of  tenant  fanners  is  much  smaller  than  the 
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farms  they  rent  and  live  on ;  thus  it  seemed  fairer  to  class  them  as 
tenants,  especially  since  some  of  the  holdings  of  this  class  lie  out- 
side of  the  state.  Furthermore,  only  a  small  proportion  of  the 
entire  number  of  farmers  is  included  in  the  part-owner  group  and 
the  group  of  tenants  that  own  some  land  in  addition  to  the  farms 
they  rent  and  live  on,  as  will  be  observed  from  the  figures  given 
below. 

The  number  of  farms,  as  that  term  is  -to  be  understood  in  this 
paper,  means  the  number  of  farms  that  have  residences  on  them. 

Hereafter  these  regions  will  be  referred  to  as  Orange  Township 
and  Lone  Tree  Township,  respectively. 

Population  and  Conjugal  Conditions 

The  1910  Federal  Census,  Supplement  for  Iowa,  gives  the  state 
of  Iowa  a  population  density  of  40  persons  per  square  mile.  For 
the  rural  state  it  is  27.8  persons  per  square  mile.  Blackhawk 
County  has  a  rural  density  of  23.3  and  Clay  County  17.3.  The 
1915  Census  of  Iowa,  classing  as  rural  those  who  do  not  live  in 
incorporated  places,  gives  Blackhawk  County  a  rural  density  of 
20.8  and  Clay  16.1.^  The  1916  Census  of  Iowa  also  gives  Orange 
Township  a  population  of  780  and  Lone  Tree  Township,  exclusive 
of  the  incorporated  village  of  Everly,  406.  The  density  of  popu- 
lation for  Orange  Township  is  23.66  persons  per  square  mile,  and 
for  Lone  Tree  Township  it  is  13.47  persons. 

Our  data,  so  far  as  they  pertain  to  the  population,  were  a  study 
on  the  family  basis.  In  this  were  included  all  members  of  the 
family  now  living,  whether  they  were  living  in  the  township  or  not. 
There  are  also  some  duplications,  arising  from  cases  where  parents 
and  children  now  comprise  different  families,  but  both  living  in  the 
township.  On  this  basis  we  found  the  population,  including  hired 
help  but  excluding  other  persons  living  with  the  farmers'  families, 
to  be  802  in  Orange  Township  and  482  in  Lone  Tree  Township. 

Country  of  Birth. — Of  the  owner  operators  of  Orange  Town- 
ship 86  were  bom  in  the  United  States,  1  in  Germany,  and  1  in 
Canada.^  Of  the  wives  78  were  bom  in  the  United  States  and 
one  in  Canada.'  Of  the  tenants  63  were  bom  in  the  United  States, 
1  in  Ireland,  1  in  Sweden,  and  2  in  Denmark.*    Of  the  tenants' 

1  P.  xxiv. 

3  This  includes  one  case  of  joint  operators  and  9  women  operators. 

8  Five  owners  have  no  wives. 

^This  includes  one  case  of  Joint  tenants  and  1  woman  tenant 
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wives  44  were  bom  in  the  United  States,  2  in  Denmark,  1  in 
Poland,  1  in  Canada,  1  in  Ireland,  and  1  in  Sweden/ 

Of  the  owner  operators  in  Lone  Tree  Township  19  were  bom  in 
the  United  States  and  11  in  Grermany/  Eighteen  operators'  wives 
were  bom  in  the  United  States,  9  in  Grermany,  and  1  in  Ireland. 
The  country  of  birth  for  the  tenants  is  as  follows :  United  States, 
30,  German  19,  Denmark  4,  France  1,  Sweden  1,  and  Canada  1/ 
Tenants'  wives  gave  as  their  country  of  birth:  United  States  81, 
Grermany  12,  Denmark  4,  and  Sweden  2.^ 

Of  the  84  male  owner-operators  in  Orange  Township  all  but  6 
are  married,  while  of  the  65^  tenant  men  all  but  7  are  married. 

In  the  other  township  28  of  the  29  male  owners*®  are  married, 
and  48  of  the  65  male  tenants  are  married. 

The  average  age,  at  the  time  of  marriage,  of  tenants  in  Orange 
Township  was  found  to  be  three  months  greater  than  that  of  all 
landowners,  at  the  time  of  their  marriage.  The  age  for  tenants 
was  26  years  and  7  months. 

In  Lone  Tree  Township  the  comparative  age  was  three  years 
less,  the  average  age  of  tenants,  at  the  time  of  marriage,  in  this 
township,  being  24  years  and  9  months. 

The  average  size  of  the  owner-operator's  family  in  Orange  Town- 
ship is  6^  persons  and  for  tenants  it  is  3^  persons,  while  the 
corresponding  figures  in  Lone  Tree  Township  are  6}i  and  4^. 

How  Generally  Do  Farmers'  Daughters  Marrtf  Farmers?  and 
How  Generally  Do  Farmers*  Sons  Stay  on  the  Farm? — ^The  num- 
ber of  children  in  Orange  Township  20  years  old  or  older  is  104 ; 
54  males  and  60  females.  Of  the  males  76  8/27  per  cent  and  of 
the  females  84  per  cent  are  now  on  the  farm  or  stated  that  they 
expected  to  go  back  to  the  farm.    Twenty-eight  of  the  60  females 

BThis  includes  9  housekeepers  who  are  either  sister  or  mother  of  tenant, 
while  7  tenants  have  no  wives. 
0  One  of  these  operators  is  a  woman  and  one  has  no  wife. 

7  As  noted  from  the  above  figures  the  population  In  both  townships  is,  for 
the  most  part,  native  bom.  In  both  townships,  however,  the  population  is 
largely  of  German  descent,  in  Orange  Township  largely  Pennsylvania  German. 
These  people  are  commonly  Imown  as  Dunkards.  Those  of  these  who  belong 
to  church  are  members  either  of  the  Church  of  the  Bretiiem  or  of  the  First 
Brethem  Church.  In  the  other  townsldp  there  is  quite  a  large  German- 
Lutheran  element. 

8  Seven  tenants  have  no  wives. 

•  This  lists  the  Joint-tenants  as  one. 
10  One  owner-operator  is  a  woman. 
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are  married.    Twenty-one  of  these,  or  76  per  cent,  are  married  to 
farmers. 

In  Lone  Tree  Township  there  are  81  children  20  years  of  age 
or  over;  47  of  these  are  males  and  84  females.  Thirty-seven  of 
the  males,  or  79  7/47  per  cent,  and  28  females,  or  82  6/17  per 
cent,  are  now  on  the  farm,  or  stated  that  they  expected  to  go  back 
to  the  farm.  Of  the  34  females  21  are  married.  Of  the  females 
married  16,  or  71  8/7  per  cent  are  married  to  farmers. 

Economic  Conditions 

If  all  the  farms  in  Orange  Township  that  are  less  than  10  acres 
in  size  are  disregarded,  the  average  size  of  farm  in  the  township 
is  167.2  acres;  that  operated  by  owner  160.1  acres;  and  that 
operated  by  tenant  167.8  acres. 

The  largest  land  holding  in  Orange  Township  is  734  acres,  in 
Lone  Tree  892  acres.  The  smallest  farm  in  Orange  Township  is 
^  acre,  the  smallest  in  Lone  Tree  is  80  acres.  The  largest  tract 
operated  by  one  man  in  Orange  Township  is  480  acres,  in  Lone 
Tree  662  acres.    In  both  cases  the  farm  is  operated  by  the  owner. 

Distance  from  Trading  Center. — ^The  average  distance  to  the 
family's  chief  trading  center  is  4.6  miles  in  Orange  Township  and 
2.4  miles  in  Lone  Tree  Township. 

Relationship  Between  Tenants  and  Landlords. — ^Twenty-three 
of  the  tenants  of  Orange  Township  are  either  sons  or  sons-in-law 
of  their  landlords.  Two  others  are  first  cousins  of  their  landlord, 
and  one  is  a  second  cousin  of  his  landlord.  This  makes  a  total  of 
26  tenants,  or  almost  60  per  cent,  who  are  related  to  their  land- 
lords. 

The  relationship  between  tenants  and  landlords  in  Lone  Tree 
Township  runs  as  follows:  1  brother;  2  brothers-in-law;  10  sons 
or  sons-in-law;  and  1  nephew,  or  a  total  of  14  tenants,  or  26 
per  cent,  who  are  closely  related  to  their  landlords. 

Tenants  Expect  to  Become  Land  Owners. — Of  the  tenants  in 
Orange  Township  who  do  not  now  own  land  71.7  per  cent  stated 
that  they  expected  to  become  landowners.  Of  these  60  per  cent 
expect  to  become  owners  through  purchase,  or  through  purchase 
and  inheritance,  and  21.7  per  cent  by  inheritance  only. 

The  comparative  figures  for  Lone  Tree  Township  are:  77  1/12 
per  cent ;  56^  per  cent^  and  20  6/6  per  cent.  Only  a  few  of  these 
men  expected  to  both  purchase  and  inherit  land. 

From  Tables  I  and  II  it  will  be  observed  that  in  both  townships 
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1  Landlords  engaged  in  business  or  some  profession  are  not  listed  in  fol- 
lowing colmnns. 
s  One  man  has  three  farms,  two  of  which  are  rented. 

the  largest  landholders  are  men  who  are  both  landlords  and 
owner-operators,  that  is,  men  who  own  two  or  more  farms,  one  of 
which  is  operated  by  the  owner  and  the  others  are  rented.  The 
second  largest  landholders  are  the  retired-farmer  landlords.  Table 
in  shows  the  ages  of  these  landholders. 

Rise  in  Land  Values. — ^In  Orange  Township  6935.66  acres,  in 
48  tracts,  changed  hands  in  the  five-year  period,  August,  1910,  to 
August,  1915.  These  48  original  tracts  were  divided  into  60 
parts  at  the  time  of  sale.  In  most  cases  where  the  tracts  were 
divided  the  parts  were  added  to  other  farms.  The  average  selling 
price  per  acre  for  this  land  by  years,  for  both  improved  farms  and 
unimproved  farms,  that  is,  farms  with  buildings  and  farms  without 
buildings,  runs  as  follows:  1910,  $156;  1911,  $16S;  1912,  $164; 
1918,  $178;  1914,  $188;  1915,  $800.  Twenty-five  tracts  were 
sold  in  1913,  1914,  and  1915  up  to  August  30. 

In  Lone  Tree  Township  we  ascertained  how  many  farms  had 
been  purchased  in  the  ten-year  period  1906-1915  inclusive,  the 
purchase  price  per  acre  and  present  value  per  acre,  as  stated  by 
the  owner  or  tenant  on  the  farm.  During  this  period  31  farms 
were  purchased,  a  total  of  6174.5  acres,  or  only  436.5  acres  less 
than  the  present  holdings  of  the  land-owning  operators.  Eight 
of  these  men  did  not  state  a  present  price  on  their  land,  S3  did. 
The  average  cost  price  for  these  23,  involving  4494.5  acres,  was 
$103.82  per  acre,  and  the  present  value  put  upon  these  farms  was 
$207.26  per  acre.  Of  these  23  farms,  3  were  purchased  in  1906; 
3  in  1907;  3  in  1908;  none  in  1909;  8  in  1910;  3  in  1911;  1  in 
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1912;  5  in  1918;  1  in  1914;  and  1  in  1915,  or  an  average  of  5.91 
years  since  date  of  purchase.  Just  how  closely  this  rise  in  land 
values  corresponds  to  the  general  rise  in  prices  the  writer  did  not 
stop  to  consider. 

Hired  Help. — In  Orange  Township  87  tenants  have  47  hired 
men  and  11  tenants  have  1  hired  woman  each.  Twenty-four  land 
owners  have  86  hired  men  and  8  landowners  have  9  hired  women. 

Twenty-four  tenants  in  Lone  Tree  Township  were  found  to  have 
84  hired  men  and  8  tenants  had  1  hired  woman  each.  Eleven  of 
the  landowners  had  1  hired  man  each,  and  one  landowner  had 
1  hired  woman. 

Period  of  Ownership. — ^Farm  has  been  in  the  possession  of  family 
in  Orange  Township  19%  years,  in  Lone  Tree  Township,  based 
on  56,  out  of  a  possible  85,  definite  replies,  15^  years. 

Patronage  of  MaSL  Order  Houses  and  Peddlers. — In  Orange 
Township,  58  per  cent  of  the  owner  operators  and  76-1-  per  cent 
of  tenants  buy  from  mail-order  houses.  In  the  other  township 
80  per  cent  of  owner  operators  and  88-|-  per  cent  of  the  tenants 
buy  from  the  same  source.  In  both  townships,  however,  the  owner 
operators'  purchases  per  family  amount  to  one  and  one-third 
times  as  much  as  that  of  the  tenants.^^  In  both  townships  the 
number  of  families  that  buy  from  peddlers  and  the  amounts  so 
spent  are  too  small  to  be  of  any  real  significance,  the  actual  num- 
ber of  families  in  both  townships  which  buy  from  peddlers  being 
16  and  the  toted  amount  so  spent  per  year  being  $99. 

Obganizations  and  Education^' 
Orange  Township 

Owners. — ^Thirty-one  owners  belong  on  an  average  to  2  11/81 
farmers'  organizations ;  80  owners'  wives  belong  on  an  average  to 
1%  women's  organizations.  Twenty-five  owners  carry  life  insur- 
ance ;  1  owner's  wife  carries  life  insurance.  One  owner  belongs  to 
a  lodge  ;*•  no  owner's  wife  belongs  to  a  lodge. 

uThe  writer,  basing  his  belief  on  various  sources  of  information  that  he 
has  secured  in  recent  years,  is  of  the  opinion  that  rural  people  are  little,  if 
any,  better  patrons  of  mail-order  houses  than  other  classes  are. 

11  The  chief  farmers'  organisations  in  Orange  Township  are:  Codperative 
Creamery,  Codperative  Cow-Testing  Association;  Codperative  Egg-Marketing 
Association;  Codperative  Threshing  Companies;  Farmers'  Telephone  Com- 
pany. In  Lone  Tree  Township  the  chief  farmers'  organisations  are:  Coopera- 
tive Threshing  Companies;  Farmers'  Telephone  Company. 

isTbe  Dunkards  do  not  believe  in  lodges  of  any  Idnd. 
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Tenants. — ^Thirteen  tenants  belong  on  an  average  to  8  9/18 
farmers'  organizations;  18  tenants'  wives  belong  on  an  average 
to  1  1/8  women's  organizations.     Twenty-five  tenants  carry  life 
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Fiske,  The  ChaUenae  of  the  Country,  p.  358,  footnote:  **Ninety-five  and  two 
tenths  per  cent  of  the  300,000  rural  homes  in  Ohio  last  year  (1911)  bad  no 
bathtubs."  In  Orange  Township  there  are  bathtubs  in  33  per  cent  of  the 
homes,  and  in  Lone  Tree  in  17.6  per  cent  of  the  homes. 

MacDougaU,  Rwral  Life  in  Canada,  p.  198:  'The  Agricultural  Survey  of 
1910  found  that  in  Prince  Edward  Island  97  per  cent  of  the  farm  houses 
obtain  water  from  wells  outside  the  house.  All  carry  the  water  by  hand.  In 
Nova  Scotia  only  2  per  cent  of  the  farm  houses  have  water  piped  to  the  house. 
In  New  Brunswick  95  per  cent  obtain  water  from  wells  and  springs.  In 
English  speaking  Quebec  93  per  cent  carry  water  by  hand.  These  conditions 
are  general" 

Orange  Township  has  over  one-half  as  many  bathtubs  as  cars,  three  fewer 
modern  heating  systems,  over  one-half  as  many  sleeping  porches,  four^fifths 
as  many  homes  with  running  water,  and  one-half  as  many  indoor  toilets.  Lone 
Tree  Township  has  three  and  one-fourth  times  as  many  cars  as  bathtubs,  two 
times  as  many  grain  elevators,  three  times  as  many  gas  engines,  and  four 
and  one-half  times  as  many  manure  spreaders. 

Iowa  has  a  little  better  than  one  car  to  every  13  persons.  Orange  Town- 
ship has  one  to  a  little  more  than  10  persons,  and  Lone  Tree  a  car  to  a  little 
more  than  8  persons. 

iThis  not  ascertained  in  this  township. 
«  Twenty-five  of  these  are  owned  by  tenants. 
8  This  includes  1  shower  bath. 

«Of  these  11  are  organs,  9  violins,  4  accordions,  7  horns,  9  guitars,  1  mando- 
lin, 1  victrola,  and  8  phonographs. 
»  Twenty-five  of  these  arc  owned  by  tenants. 
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insurance;  S  tenants'  wives  carry  life  insurance.    Eleven  tenants 
belong  to  some  lodge ;  4  tenants'  wives  belong  to  some  lodge. 
Lone  Tree  Township 

Owners. — ^Fifteen  owners  belong  on  an  average  to  1  1/6  farm- 
ers' organizations ;  9  owners'  wives  belong  on  an  average  to  1  1/9 
women's  organizations.  Seven  owners  carry  life  insurance;  no 
owner's  wife  carries  life  insurance.  Six  owners  belong  to  lodge; 
4  owners'  wives  belong  to  lodge. 

Tenants. — ^Twenty-five  tenants  belong  on  an  average  to  1  1/26 
farmers'  organizations;  11  tenants'  wives  belong  on  an  average 
to  1  women's  organization.  Twenty-one  tenants  carry  life  in- 
surance; 1  tenant's  wife  carries  life  insurance.  Seven  tenants 
belong  to  some  lodge;  1  tenant's  wife  belongs  to  a  lodge. 

The  figures  in  Tables  V,  VI,  and  VII  indicate  that  the  average 
education  of  adults  in  Orange  Township  is  high.  Other  figures 
seem  to  indicate  that  there  is  a  still  greater  tendency  in  this  di- 
rection among  the  young  people  of  the  township.  Iowa  is  said  to 
have  something  over  S2  persons  out  of  every  thousand  of  its  popu- 
lation in  high  school.^'  In  this  township  there  were,  in  1914,  82 
persons  in  high  schooL  Twenty-eight  of  these  young  people  were 
4  was  this  the  fourth  year.  A  very  large  proportion  of  these 
young  people  stated  that  they,  expected  to  complete  the  four-year 
high  school  course.  Thus  the  fact  that  so  few  completed  their 
fourth  year  in  1914  indicates  that  there  is  a  rapidly  growing  ten- 
dency for  young  people  in  this  township  to  carry  their  school  work 
beyond  the  grade  school.  Eight  persons  were  in  college  or 
university. 

In  1916  the  township  completed  its  consolidated  grade  school, 
with  a  high  school  attached.  This  consolidates  ten  one-room 
schools.  The  bonds  voted  for  the  erection  of  the  building  were 
sold  at  a  premium  of  $916. 

The  teachers  who  taught  the  one-room  schools  for  the  year 
1916-16  had  an  average  teaching  experience  of  6^  years.  The 
average  teaching  experience  of  the  rural  teachers  in  the  Central 
West  is  less  than  one-half  as  long,  our  state  superintendents  of 
public  instruction  tell  us. 

On  November  1,  1916,  only  3  children  in  the  township  who  had 
not  completed  the  eighth  grade  school  work  were  not  enrolled  in 

15  Iowa  Accredited  Hig^  Schools,  1915-16,  BiMsHm  No.  5,  SUte  Board  of 
Education.    Exact  figure,  90A 
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TABLE  VII 
Bduoatiok  of  Hibbd  Help 


Total 


Orange  Township 


Men       Women 


Lone  Tree  Township 


Men 


Women 


Total  Hired  Help 

Common  or  Grammar  School 

4  years  or  less    .... 

5  years 

6  years 

7  years 

8  years 

High  or  Preparatory  School 

1  year 

2  years 

8  years 

4  years 

College  or  Oniversity 

1  year  

2  years 

8  years 

4  years 


142 


88 
8 
8 
8 

71 


88» 


2 

7 

2 

86 


20 


1 

1 

1 

18 


86» 


18 


6 


8 
2 

6» 


1  Not  ascertained  in  1£  cases. 

2  Not  ascertained  in  16  cases. 

8  One  man  is  a  university  graduate. 

some  one  of  the  eight  open  district  schools  of  the  township. ^^  Each 
of  the  eight  teachers  had  had  some  college  training. 

Attitude  on  Consolidation, — ^The  township  voted  on  consolida- 
tion while  we  were  in  the  township  collecting  data.  This  was  the 
second  time  the  proposition  was  voted  on.  Consolidation  was 
given  a  majority  at  this  election,  but  it  is  interesting  to  note  the 
line-up  of  tenants  and  owner  operators  as  revealed  to  us  in  col- 
lecting data  on  this  proposition.  Forty-one  tenants  favored  con- 
solidation, 11  opposed,  and  4  were  neutral.  Fifty-four  owners 
favored  it,  12 'opposed,  7  neutral,  and  18  non-commital.*^ 

Township  Literary  Society. — ^In  this  township  there  is  also 
what  is  known  as  the  Township  Literary  Society.    This  meets  in 

i«  Two  of  the  10  schools  of  the  township  were  not  opened  in  1915-16.  The 
children  of  these  districts  were  transported  to  one  of  the  other  schools.  There 
were  too  few  children  to  warrant  opening  these  schools. 

17  Here  the  joint  owners  and  joint  tenants  are  listed  as  one,  since  in  each 
case  they  took  the  same  position. 
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what  18  now  used  as  the  Township  Hall,  fonnerly  a  church  home 
of  a  denomination  that  has  ceased  to  maintain  itself  in  the  town- 
ship. This  hall  is  located  near  the  center  of  the  township.  The 
society  meets  every  Friday  night  during  the  fall,  winter,  and 
spring  months  of  the  year.  To  this  society  belong  most  of  the 
young  people  of  the  township,  several  of  the  hired  men  and  women, 
and  some  of  the  farmers  and  their  wives.  Of  the  farmers  and 
fanners'  wives  group,  10  men  and  their  wives  are  tenants,  and  19 
men  and  16  women  are  owners  or  owners'  wives. 

Home  Libraries^^ — Sixty-nine  owners'  homes  in  Orange  Town- 
is  No  library  of  8  books  or  less  was  listed. 

ship  have  7S55  volumes,  or  an  average  of  106.6  volumes,  in  their 
libraries.  Fifty-six  tenant  homes  contain  5S42  volumes,  or  an 
average  of  96.4  volumes  per  home.  In  Lone  Tree  Township  twen- 
ty-two owners'  homes  have  1918  volumes,  or  an  average  of  86.9 
volumes  per  home.  Twenty-four  tenant  homes  have  1872  volumes, 
or  an  average  of  77.5  volumes  per  home. 

TABLE  VIII 
Newspapers  akd  Maqazikes 


Orange  Township 

Lone  Tree  Township 

Owners 

Tenants 

Owners 

Tenants 

Diily  Papers 

96 
76 

225 
70 

68 
68 

192 
66 

74 
66 

168 
66 

110 
47 

146 
54 

48 
27 

91 
28 

68 
22 

72 
26 

54 

lomes^ 

48 

Weekly  Papers  and  Magazines  . 
Homes^ 

111 
46 

Monthly  Papers  and  Magazines 
Homes^ 

Ptnn  Papen*  . 

Homes^ 

86 
84 

72 
87 

iWhen  the  number  of  homes  is  less  than  the  number  of  homes  of  this 
group  in  the  township,  the  other  homes  received  no  periodical  of  the  kind 
specified.    But  there  was  no  home  without  at  least  one  kind. 

s  Farm  papers  are  included  in  the  other  three  classes,  so  the  total  number 
of  periodicals  received  is  indicated  by  the  sum  of  the  first  three  lists. 

Mortality  Statistics. — ^The  total  deaths  in  all  families  in  the 
townships  were :  Orange  Township,  males,  25 ;  females,  24.  Lone 
Tree  Township,  males,  10;  females,  14. 
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Chuech  and  Sunday  School  Contributions 

Orange  Township. — Sixty-three  owners'  families  contribute 
$SS7l9  or  an  average  of  $53.50  each  to  church  support,  2  addi- 
tional men  contribute  their  services  free  of  charge;  56  owners' 
families  contribute  $681.50,  or  an  average  of  $12.89  each  to  Sun- 
day school;  and  44  owners'  families  contribute  $1682,  or  an  aver- 
age of  $87.09  each  to  other  benevolences. 

Fifty-five  tenant  families  contribute  $1867,  or  an  average  of 
$24.86  each,  to  churches;  80  tenant  families  contribute  $242.20, 
or  an  average  of  $8.07  each,  to  Sunday  school ;  85  tenant  families 
contribute  $810,  or  an  average  of  $28.14  each,  to  other  benevo- 
lences. 

Lone  Tree  Township, — ^Twenty-three  owners'  families  contribute 
$1118.66,  or  an  average  of  $48.64  per  family  per  year,  to  the 


TABLE  IX 
Church  Msmberbhip  of  Owners 

,  Tenjlnts,  and  Wives 

Orange  Township 

Lone  Tree  Township 

Owners' 
Homes 

Tenants' 
Homes 

Owners' 
Homes 

Tenants' 
Homes 

Men 

Women 

Men 

Women 

Men 

Women 

Men 

Women 

Roman  Catholic    .... 
Church  of  the  Brethren    . 

Preghyterian 

Methodist  Episcopal  .   .   . 
Progressive  Brethren    .   . 

Baptists 

Lutheran 

Evangelical  Lutheran  .   . 
Danish  Lutheran  .... 
German  Lutheran  .     .     . 

Friends 

INameless  Church  .... 

Christian 

United  Brethren    .... 
Seventh  Day  Adventist  . 

7 
84 
2 
8 
6 
1 
1 

1 

6 
87 
1 
9 
5 
8 
1 

6 
22 
8 
6 
4 
6 
2 
2 

1 

6 
28 

4 
6 
4 
2 

1 

1 

1 

4 

2 

7 
1 
1 
6 

1 

6 

8 

7 
1 
1 
5 

1 

6 

2 

6 
1 
8 
6 
1 

2 

4 

7 

6 
1 
8 
6 
1 

2 

Totals* 

54 

62 

49 

47 

21 

28 

26 

28 

1  Out  of  142  men  on  farms  in  Orange  Township  103  were  church  members, 
and  among  the  women,  109  in  a  total  of  130.  In  Lone  Tree  Township  \1  oat 
of  84  men  and  51  out  of  77  women  were  church  members. 
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church  ;*•  7  families  contribute  $86,  or  an  average  of  $12.28  each, 
to  Sunday  school;  and  2  families  contribute  $26,  or  an  average 
of  $18  each,  for  other  benevolences. 

Thirty  tenant  families  contribute  $682.87,  or  an  average  of 
$17.77  each,  to  the  church;  7  families  contribute  $62.96,  or  an 
average  of  $9.67  each,  to  the  support  of  Sunday  school;  and  2 
families  contribute  $66,  or  an  average  of  $32.60  each,  for  other 
benevolences.*® 

Sunday  School  Membership 

Orange  Township, — ^Fifty-two  owners  belong  to  Sunday  school ; 
5S  owners'  wives  belong  to  Sunday  schooL 

Twenty-eight  tenant  men  belong  to  Sunday  school ;  88  tenants' 
wives  belong  to  Sunday  school. 

Lone  Tree  Township, — ^Two  owners  belong  to  Sunday  school; 
2  owners'  wives  belong  to  Sunday  school. 

Six  tenant  men  belong  to  Sunday  school;  6  tenants'  wives  be- 
long to  Sunday  school. 

Social  Conditions  and  the  Social  Mind 

The  Social  Mind, — It  is  not  within  the  time  limit  of  this  paper 
to  consider  the  data  collected  that  reveals  the  social  mind  of  the 
people  in  these  townships.  Only  a  few  of  the  more  important 
questions  asked  each  farmer,  in  this  connection,  can  be  cited. 
Many  remarks  made  by  the  farmers'  wives  and  children  were  re- 
corded along  with  those  of  the  farmers.  By  far  the  greater  ma- 
jority of  these  remarks  clearly  indicate  the  feeling  amd  thought 
of  the  person  making  them,  and  are  not  merely  passing  remarks 
or  remarks  that  mean  nothing.  From  a  sociological  standpoint 
this  part  of  the  survey  is  probably  the  most  important. 

The  more  important  questions  asked  were:  (1)  Do  the  farmer 
and  his  wife  take  amy  part  in  their  children's  games?  What  are 
the  results?  (2)  Are  the  children  encouraged  to  join  clubs  and 
societies  of  various  kinds  in  the  community?  (8)  Are  the  chil- 
dren given  any  holidays  or  half-holidays  which  they  can  count  as 
their  own,  other  than  Sunday  and  the  regular  holidays?  How 
often?  How  do  they  spend  this  time?  Does  it  make  any  differ- 
ence in  their  attitude  toward  work?    What?    (4)  Is  any  attempt 

^*  If  one  family  that  tithes  be  omitted  here,  the  average  for  the  remaining 
families  is  $19.03. 

so  From  all  the  above  figures  it  will  be  observed  that  the  tenants  make  a 
splendid  showing  for  themselves,  contrary  to  a  quite  popular  opinion. 
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Orange  Township 

Both  parents,  or  surviving  parent, 

church  member 

Neither  parent  church  member"    . 
Father  member,  mother  not .   .   . 
Mother  member,  father  not  .   .   . 
No  wife   ... 

1 

2 

c 

Lone  Tree  Township 

Both  parent  ,  or  surviving  paren  , 

church  member 

Neither  parent  church  member"  . 
Father  member,  mother  not    .   .    . 
Mother  member,  father  not    .   .   . 

No  wife 

c 

i 

0 

4         I 


fe£f^^ 


made  to  attach  the  children  to  the  farm  by  giving  them  something 
that  is  to  be  their  own,  and  a  part  in  planning  the  work  of  the 
farm,  etc.?  (6)  What  in  your  opinion  is  the  chief  cause  which 
leads  boys  and  girls  from  the  farm?     (6)  Have  you  any  sugges- 
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tions  to  offer  as  to  how  this  can  be  so  overcome  that  a  proper 
proportion  of  the  most  promising  and  enterprising  young  people 
win  stay  on  the  farm?  (7)  To  what  extent  do  families  visit  with 
each  other  on  Sundays  and  other  days  of  the  week?  (8)  What 
do  you  consider  the  greatest  need  of  the  church  today  in  order 
that  it  may  (a)  interest  and  help  yoimg  people;  (b)  have  the 
widest  influence  in  the  community  generally?  (9)  How  many 
picnics,  contests,  celebrations,  fairs,  socials,  parties,  games,  etc., 
were  held  in  the  community  last  year,  which  were  attended  by  all 
or  part  of  the  family? 

Social  Cofkiitions. — Social  life  in  Orange  Township  is  a  splen- 
did example  of  what  life  on  the  farm  can  be  made  to  be.  This 
community  is  not  dependent  upon  the  ^^movies"  and  other  things 
of  the  near-by  town  for  its  recreation  and  amusement.  The  people 
of  the  community  never  get  too  busy  for  a  full-day  or  half-day 
picnic  or  community  gathering,  or  for  some  social  event  at  some 
neighbor's  home,  the  township  hall,  or  the  church.  They  have 
learned  that  there  is  a  time  for  work  and  a  time  for  play,  and 
that  more  play  often  means  more  work  also.  In  other  words, 
they  have  learned  that  men  and  women,  boys  and  girls,  who  enjoy 
life  are  more  likely  to  enjoy  work  also  than  those  who  get  little 
joy  out  of  living.  It  is  a  community  where  everybody  plays 
when  play  is  the  program.  They  have  "things  doing,''  as  modem 
slang  puts  it,  and  they  do  things. 

Two  illustrations  must  suffice  here.  Early  each  fall  the  com- 
munity gives  a  banquet  at  which  the  newcomers,  especially  the  un- 
married hired  men  and  women,  are  guests.  At  this  banquet  these 
newcomers  are  made  to  feel  that  they  are  no  longer  strangers  in 
the  community.  The  other  illustration  is  that  of  two  Sunday- 
school  classes.  Of  the  two  largest  Sunday-school  classes  in  the 
only  Sunday  school  in  the  township  one  is  comprised  of  the  un- 
married women  in  the  township  and  the  other  of  the  unmarried 
men  in  the  township.  These  two  classes  always  participate  in  a 
friendly  rivalry  to  surpass  each  other  in  numbers.  At  least  once 
a  year  each  of  these  classes  entertains  the  other.  Early  in  the 
summer  of  1915,  the  girls'  class  treated  the  men's  class  to  an  auto- 
mobile trip  over  the  county  one  late  afternoon  and  evening.  At 
the  end  of  the  return  trip  refreshments  were  served.  But  the  most 
remarkable  thing  about  the  affair  was  the  fact  that  the  Sunday- 
school  superintendent  stated  on  the  previous  Sunday  that  on  the 
given  day  "all  hired  men  and  grown-up  boys  would,  without  fur- 
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ther  notice,  be  ^^let  o£P  from  work  early  on  that  afternoon  and 
meet  at  the  church."  That  they  were  "let  oflP'  was  evident  from 
the  fact  that  there  were  seventeen  cars  in  the  procession  that 
afternoon  and  evening. 

It  has  no  doubt  been  observed  that  the  writer  has  made  few 
deductions  and  has  drawn  few  conclusions  throughout  his  paper. 
But  he  now  wishes  to  leave  this  conclusion  with  you :  If  his  study, 
of  Orange  Township  especially,  does  nothing  else  it  will  have  been 
amply  justified  in  that  it  is  an  answer  to  the  dual  question,  "What 
can  rural  communities  do  to  increase  their  own  human  well-being, 
and  how  can  they  do  it?"  by  telling  how  one  community  Juis  done 
and  is  doing  it. 
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SOME   RURAL  SOCIAL  SURVEYS— DISCUSSION 

Paul  S.  Peirce. — During  the  past  four  years  three  surveys  similar 
to  those  just  described  have  been  made  under  direction  of  the 
department  of  economics  and  sociology  at  the  State  University  of 
Iowa.  The  size  and  general  character  of  the  units  were  the  same: 
namely,  two  rural  townships  containing  no  towns  or  villages,  and  one 
township  containing  a  village  of  some  560  inhabitants,  which,  however, 
was  not  embraced  in  the  survey  of  rural  conditions.  Though  planned 
independently  and  differing  somewhat  in  detail  and  emphasis,  these 
university  surveys  were  much  the  same  in  scope  as  those  directed  by 
Professor  Von  Tungeln.  But  the  method  of  procedure  was  quite  dif- 
ferent, since  each  of  our  surveys  was  made  by  a  graduate  student, 
who  had  lived  for  some  time  in  the  township  studied  and  whose  local 
interest  and  acquaintanceship  were  determining  factors  in  the  selection 
of  the  particular  units  for  investigation.  After  study  of  the  general 
literature  of  rural  economics  and  sociology  and  examination  of  the  few 
surveys  which  had  previously  been  made  in  other  states,  these  men 
were  assisted  in  drawing  up  an  outline  and  a  questionnaire.  Thus 
equipped,  each  undertook  a  house  to  house  canvass  of  his  entire  town- 
ship. Information  so  gained  was  supplemented  by  examination  of 
state  and  federal  census  materials,  public  records  at  the  county  court- 
house, books  of  township  and  district  school  officials,  records  of 
teachers,  of  pastors  and  Sunday  Schools,  newspapers,  and  other  mis- 
cellaneous sources.  Personal  observation  of  institutions  and  conditions, 
as  well  as  interviews  or  correspondence  with  persons  in  position  to 
speak  authoritatively  on  special  points,  yielded  additional  data.  Each 
of  these  young  men  carried  through  his  investigation  with  gratifying 
enthusiasm,  determination,  and  care. 

Their  fields  presented  some  noteworthy  contrasts  to  those  selected 
by  Professor  Von  Tungeln.  All  three  townships  are  in  the  southern 
or  southeastern  parts  of  the  state.  They  are  areas  of  older  settlement 
and  cultivation,  of  somewhat  lower  average  fertility,  of  slightly  smaller 
farms  (averaging  132  acres),  of  populations  in  which  the  foreign 
element  is  even  less  significant  than  in  Orange  and  Lone  Tree  town- 
ships. In  each  township  the  average  family  is  also  smaller  and  in 
each  the  total  population  is  less  than  in  1870.  The  three  townships 
represent  three  distinct  types.  One  is  a  comparatively  rough  and  ad- 
verse region  bordering  the  coal-mining  section  in  the  southern  tier  of 
counties,  in  which  stock  raising  predominates  and  com  is  the  prevail- 
ing crop.     Another  is  in  the  second  tier  of  counties  and  farther  east; 
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here  corn  and  live-stock  have  long  been  the  chief  interest^  but  in  recent 
years  cattle  raising  has  been  declining  while  there  has  been  a  remark- 
able revival  of  wheat  culture.  The  third  township  is  doubtless  one  of 
the  most  prosperious  and  representative  mixed-farming  areas  in  eastern 
Iowa.  Obviously  some  of  these  communities  are  less  progressive  than 
Orange  and  Lone  Tree  townships ;  possibly  some  would  even  be  called 
"clam-like." 

A  hasty  comparison  of  results  of  these  two  sets  of  surveys  reveals 
many  parallelisms  and  not  a  few  contrasts^  some  of  which  are  to  the 
advantage  of  one  group  and  some  to  that  of  the  other.  Any  detailed 
comparison  is  of  course  impossible  on  this  occasion.  Even  if  time 
permitted^  the  essentiaUy  local  interest  of  such  details  would  render 
their  presentation  before  this  national  body  inappropriate.  Rather 
will  my  brief  remarks  relate  to  broader  aspects ;  to  qucistions  as  to  the 
method^  purposes^  shortcomings^  and  possibilities  of  such  studies. 

First  of  all  I  wish  to  commend  the  method  outlined  by  Professor 
Von  Tungeln  for  the  inauguration^  supervision^  and  execution  of  rural 
surveys.  Community  cooperation  with  trained  supervisors  and  field 
experts  should  yield  valuable  returns^  both  in  facts  ascertained  and  in 
the  education  of  the  community.  I  also  appreciate  the  motives  which 
prompted  the  choice  of  alert  and  advanced  communities  for  the  first 
application  of  the  plan.  The  author  of  the  paper  seems^  however, 
to  minimize  both  the  possibilities  and  the  profitableness  of  studies  in 
average  and  laggard  townships.  Our  experience  in  southeastern  Iowa 
has  demonstrated  the  possibility  of  gathering  much  definite  and 
illuminating  information  concerning  such  townships,  even  without  the 
more  elaborate  machinery  at  the  disposal  of  an  institution  whose  major 
service  is  to  the  rural  interests  of  the  state  and  without  the  generous 
cooperation  to  be  expected  from  a  community  already  awakening. 
Whether  such  efforts  are  worth  while,  depends  largely  upon  the  pur- 
pose of  the  local  survey.  If  it  is  merely  to  hold  up  a  little  mirror  be- 
fore each  community  so  that  it  may  see  itself  in  a  true  light,  then 
more  may  be  revealed  to  a  community  which  has  open  eyes  and  a 
sympathetic  attitude.  If  in  addition  the  aim  is  to  afford  data  for  the 
scientific  study  of  social  and  economic  questions,  to  enlighten  the 
larger  public  concerning  conditions  within  their  commonwealth,  and 
to  afford  guidance  toward  corrective  and  remedial  legislation,  then  the 
survey  should  be  applied  to  as  many  different  types  of  communities  as 
possible.  To  be  sure  no  two  townships  are  precisely  alike;  neither 
is  it  possible  to  say  to  what  extent  a  given  township  is  typical.  And 
yet  no  one,  I  suppose,  would  seriously  propose  an  intensive  study  of 
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every  township  in  the  state.  Clearly  some  of  t^e  more  lethargic  and 
laggard  should  be  included  in  the  list  of  those  chosen  for  close  in- 
spection. If  so^  their  turn  cannot  await  the  coming  of  that  fine  spirit 
of  cooperation  predicted  in  the  paper  just  read.  Nor^  if  handled  tact- 
fally,  need  the  utilization  of  data  thus  gathered  be  regarded  as  "show- 
ing up"  the  townships  studied.  The  findings  of  a  series  of  local  sur- 
veys mi^t  well  be  analyzed^  digested^  and  compared;  and  the  more 
important  features  published  in  monographs  or  bulletins  which  would 
give  a  true  comparative  or  composite  representation  of  conditions^  with- 
out identifying  exactly  the  communities  referred  to. 

As  a  matter  of  fact^  not  a  little  of  the  usefulness  of  modem  social 
and  economic  surveys  has  been  lost  through  lack  of  courage  to  paint 
the  picture  true  to  life.  It  is  right  and  proper  to  commend  the  good 
features  of  a  community;  but  it  is  quite  as  important  to  set  forth  its 
bad  features  as  well.  Another  temptation  is  to  try  to  cover  such  a 
wide  range  of  phenomena  and  so  many  diverse  aspects  of  the  com- 
munity situation  that  the  project  becomes  unwieldy  and  its  objectives 
are  obscured.  Surveys  of  this  general  type  are  doubtless  better 
adapted  to  small  rural  areas  than  to  complex  urban  centers;  but 
much  might  be  said  for  more  specialized  investigations^  especiaUy  into 
the  economic  relations  of  country  life.  There  is  also  danger  that 
surveys  vdll  degenerate  into  mere  collection  and  tabulation  of  facts 
and  figures^  without  adequate  interpretation^  without  constructive  sug- 
gestions for  the  betterment  of  conditions^  even  without  due  attention 
to  sound  statistical  method.  Of  course  the  value  of  general  surveys 
also  depends  in  no  small  measure  u|>on  sound  judgment  in  the  selection 
of  criteria  of  social  well-being  and  in  the  relative  weight  given  to  the 
variegated  data  secured^  but  who  is  sure  just  what  are  the  true  criteria 
of  rural  well-being?  Just  what^  for  example^  is  the  comparative  signi- 
ficance of  power  washers^  indoor  toilets^  and  vacuxmi  cleaners?  Of 
water  supply^  drainage  and  housing  conditions?  Of  telephones  and 
mail  order  patronage?  Of  wages  and  hours  of  labor?  Of  rotation  of 
crops  and  short-term  c^h  rent  systems  ?  By  what  token  and  standard 
are  we  to  decide  that  Orange  Township  or  any  other  rural  unit  has  at- 
tained the  goal  of  social  efficiency? 

Despite  these  numerous  questions  and  pitfalls^  the  further  prosecu- 
tion of  such  studies  is  altogether  worthy  of  encouragement.  They 
should  proceed  with  reference  to  some  large  plan  and  purpose^  and 
should  be  kept  up  until  they  afford  an  adequate  basis  for  conclusions 
with  reference^  not  only  to  the  immediate  localities  sampled^  but  to 
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the  larger  areas  of  which  they  are  presumably  representative.  More- 
over survey  findings  should  be  given  the  most  effective  publicity.  Their 
vital  lessons  should  reach  the  people  and  not  be  buried  in  the 
libraries  of  experts.  Like  other  facts  gleaned  and  principles  estab- 
lished by  economists  and  sociologists^  they  could  be  more  largely  ser- 
viceable if  made  more  readily  available  for  use  through  university 
extension  agencies ;  for  in  many  states  the  extension  director  is  playing 
a  larger  and  larger  part  in  the  moulding  of  conmiunity  sentiment  and 
social  ideals  and  is  recognizing  that  many  of  the  problems  with  which 
he  is  to  deal  are  fundamentally  economic. 

Geo.  H.  Von.  Tunobln. — Professor  Peirce  raised  the  question 
whether  or  not  it  is  of  any  great  importance  to  know  how  many  bath- 
tubs and  the  like  the  farmers  have.  In  the  survey  work  that  Professor 
Peirce  himself  directed^  and  of  which  he  has  told  us  briefly,  his  grad- 
uate students  ascertained  the  number  and  kinds  of  papers  and  maga- 
zines that  the  farmer  took,  and  the  number  and  kind  of  musical  in- 
struments there  were  in  the  farmer's  home.  I  am  not  sure  but  from  a 
scientific  standpoint  it  is  quite  as  important  to  know  what  opportu- 
nities the  farmer  has  for  taking  a  bath  and  of  enjoying  a  modem 
home  as  it  is  to  know  what  the  farmer  reads  and  the  kind  of  musical 
instruments  which  furnish  his  musical  entertainment. 

Then,  too,  we  frequently  hear  it  said  that  one  of  the  causes  for 
young  men  and  young  women  leaving  the  farm  is  the  dearth  of  modem 
conveniences  in  the  home.  If  this  is  a  real  cause,  is  it  not  worth  while 
for  society  to  know  just  how  far  this  cause  is  being  removed  through 
the  introduction  into  the  farm  homes  of  these  conveniences?  I  be- 
lieve that  many  will  agree  with  me  in  expressing  the  belief  that  it  is 
well  for  society  to  know  more  about  the  condition  under  which  our 
rural  people  live. 
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THE  LAND  PROBLEM  AND  RURAL  WELFARE 

By  Paul  L.  Voot 

The  Ohio  State  Uwoersity 

When  sixty  or  more  years  ago,  advocates  of  homestead  legisla- 
tion believed  that  ^^Uncle  Sam  is  rich  enough  to  give  us  all  a 
farm,''  there  was  little  thought  that,  as  age  of  nations  goes,  the 
time  was  already  at  hand  when  the  United  States  would  have  her 
land  problem  in  common  with  other  nations,  both  past  and  present. 
Then  the  land  problem  was  one  of  getting  unexploited  land  into 
private  hands  at  little  or  no  cost.  So  rapidly  has  the  change 
come  that  now  the  problem  is  one  of  getting  land  into  operator's 
hands  at  any  cost.  The  rumblings  of  discontent  began  during  the 
seventies  of  the  past  century  when  Henry  Greorge  wrote  his  Prog- 
rets  and  Poverty.  It  was  continued  during  the  nineties  with  the 
popuhst  movement  and  the  demand  for  free  coinage  of  silver. 
Changes  in  production  of  gold  and  the  rise  in  prices  of  farm 
produce  at  a  time  when  tenantry  had  not  yet  become  a  national 
problem  quieted  for  a  time  the  discontent  of  the  farm-owning 
population.  But  the  shift  of  farm  owners  to  the  villages  and  the 
substitution  of  a  tenant  class  in  the  more  wealthy  general  farming 
sections  has  brought  to  the  front  the  old  discontent  in  another 
fonn  and  from  another  group.  The  landowner  is  satisfied  with 
the  changes  taking  place.  But  the  successors  of  the  group  that 
during  the  forties  and  fifties  clamored  for  free  land  on  which  to 
get  a  start  comparable  to  that  of  their  predecessors  in  the  older 
sections  of  the  country,  now  are  demanding  that  means  be  de- 
vised whereby  they,  too,  may  secure  a  foothold  on  the  land  they 
operate  without  having  to  pay  a  tribute  to  the  descendants  of 
those  who  arrived  on  the  ground  first  and  who  now  live  in  urban 
communities.  The  swell  of  discontent  underlying  the  present  de- 
mand for  rural  credit  is  fundamentally  based  on  the  land  question. 
Sooner  or  later,  the  real  problem  will  be  recognized  and  then  the 
state  must  face  the  task  of  controlling  or  solving  that  problem  in 
the  interest  of  the  common  good  without  regard  to  vested  interests 
or  privilege  which  may  have  resulted  from  traditional  influence  or 
social  change. 

The  land  problem  may  be  considered  from  several  points  of  view, 
among  the  most  important  of  which  are  security  of  title,  methods 
and  costs  of  transfer,  permanency  of  holdings,  size  of  holdings, 
and  the  relation  of  ownership  to  the  operation  of  the  land.    It  is 
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the  purpose  of  this  paper  to  consider  especially  certain  aspects  of 
the  last  two  of  these,  that  is,  the  size  of  holdings  and  the  relation 
of  ownership  to  operation. 

Centralization  of  ownership  of  farm  real  estate  appears  to  be 
quite  marked  in  certain  sections  of  the  country.  A  recent  bulletin 
from  the  University  of  Texas  makes  the  statement  that  ^^Half  of 
the  farm  lands  of  Texas  are  included  in  2.7  per  cent  of  the 
farms."^  Another  writer  whose  works  have  been  widely  read  men- 
tions the  fact  that  the  Texas  Land  Syndicate  No.  S  owns  S,000,- 
000  acres  in  Texas.  The  British  Land  Company  owns  900,000 
acres  in  Kansas,  besides  tracts  in  other  states.  The  Duke  of 
Sutherland  owns  hundreds  of  thousands,  amd  Sir  Edward  Reid 
controls  1,000,000  acres  in  Florida.  Another  syndicate  controls 
2,000,000  acres  in  Mississippi.*  Many  other  similar  statements 
could  be  given. 

The  evidence  from  the  records  of  the  United  States  Census  is 
that  these  extremely  large  holdings  in  areas  of  general  farming  are 
survivals  of  an  earlier  period  rather  theui  a  recent  development. 
During  the  past  decade  the  size  of  farms  decreased  in  every  divis- 
ion  of  the  United  States  except  in  the  East  North  Central  and 
West  North  Central,  and  in  these  divisions  the  tendency  appears 
to  have  been  in  the  direction  of  increase  of  medium-sized  farms 
rather  than  of  increase  in  extremely  large  holdings.  The  investi- 
gations of  students  of  farm  management  appear  to  support  the 
belief  that  the  size  of  farms  in  America  tends  to  adapt  itself  to 
the  type  of  agriculture  followed.  With  the  exception  of  the  semi- 
arid  sections  of  the  West,  where  dry  farming  is  practiced,  eco- 
nomic influences  tend  toward  the  increase  in  the  number  of  medium- 
sized  or  small  holdings.  Accordingly,  as  the  transition  from  ex- 
tensive to  intensive  agriculture  is  continued  throughout  the  United 
States,  the  danger  of  centralization  of  ownership  should  become 
less. 

The  suggestion  has  been  made  that  even  though  individual 
farms  may  become  smaller,  there  may  be  a  tendency  toward  cen- 
tralization of  ownership  through  purchase  of  farms  widely  scat- 
tered over  a  given  area.  Inquiry  of  county  officials  in  several 
parts  of  the  state  of  Ohio  leads  to  the  conclusion  that,  so  far  as 
this  part  of  the  country  is  concerned,  no  such  tendency  exists  as 
yet  to  any  marked  degree.  Consequently,  the  belief  may  be  ac- 
cepted that,  in  ordinary  agricultural  areas,  the  problem  of  size  of 

1  University  of  Texas,  Bulletin  39,  1915,  p.  1'48. 
•  George,  Menace  of  Privilege,  p.  36. 
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holdings  presents  no  serious  menace,  except  in  those  areas  where 
such  holdings  are  a  survived  of  an  earlier  period. 

Investigations  made  by  the  United  States  Bureau  of  Corpora-' 
tions  and  other  agencies  indicate  a  much  more  serious  problem 
when  centralization  of  ownership  of  timber,  mineral,  or  water- 
power  resources  is  concerned.  Without  going  into  detail  in  regard 
to  centralization  of  ownership  of  these  resources,  it  is  sufficient  to 
suggest  that,  if  a  policy  of  nationalization  is  adopted  for  any 
natural  resources,  it  is  justifiable  in  the  case  of  those  which  tend 
to  become  monopolistic  and  which  appear  to  be  capable  of  most 
economic  development  on  a  large  scale. 

Since  the  facts  indicate  that,  with  the  exception  of  timber,  min- 
eral, or  water-power  lands,  there  is  no  apparent  tendency  toward 
large  centralization  of  ownership  of  land  in  the  United  States; 
since  the  results  of  investigations  made  by  students  of  farm  man- 
agement lead  to  the  conclusion  that  the  tendency  in  size  of  farms 
is  toward  the  medium-sized  or  small  holding;  and  since  the  farm 
labor  situation  in  the  country  is  such  that  holdings  even  smaller 
than  those  believed  by  farm-management  students  to  be  most  eco- 
nomically efficient  will  result, — the  conclusion  is  that  the  real  land 
question  is  one  of  ownership  in  relation  to  the  economic  welfare  of 
the  people  who  actually  live  on  the  farm. 

It  is  not  within  the  scope  of  the  present  paper  to  consider  the 
tendencies  as  to  increase  or  decrease  in  tenantry.  This  subject 
has  already  been  carefully  studied  by  others  and  the  facts  well 
presented.  The  problem  now  to  be  considered  is  the  effect  of 
tenantry  on  the  economic  and  social  welfare  of  the  population  that 
actually  lives  in  the  country,  and  the  resulting  effect  on  the 
national  welfare. 

In  approaching  the  problem,  however,  it  should  be  recalled  that 
in  a  large  part  of  the  United  States  the  percentage  of  tenantry  is 
still  very  low.  During  the  past  decade,  tenamtry  actually  de- 
creased in  twenty  of  the  states  and  in  seventeen  of  them  the  per- 
centage of  tenantry  in  1910  was  still  under  twenty.  In  the  South, 
where,  so  far  as  percentage  of  tenantry  is  concerned,  the  problem 
is  most  serious,  the  apparent  increase  is  thought  to  be  rather  an 
indication  of  the  rise  of  the  colored  population  to  a  position  of 
relatively  higher  indpendence  than  an  evidence  of  deterioration. 
The  serious  problem  presents  itself  in  the  great  Central  Valley, 
the  region  of  diversified  farming,  where,  though  as  yet  many  of  the 
states  show  a  relatively  low  percentage  of  tenantry,  the  increase 
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is  continuous  and  api>ears  to  be  based  on  causes  upon  which  no 
legislation  or  other  factors  have  as  yet  had  any  influence. 

This  steady,  even  though  not  rapid,  increase  in  tenantry  in  the 
East  and  North  Central  divisions,  particularly  in  those  parts  of 
the  territory  where  land  values  are  highest,  indicates  the  approach 
of  problems  most  serious  for  those  who  will  in  future  actually  live 
on  the  farms.  This  increase  is  occurring  in  a  section  of  the 
country  already  fairly  well  established  in  its  agricultural  methods ; 
and  represents  the  coming  of  a  permanent  tenantry  and  absentee 
landlordism  in  the  richest  and  most  productive  agricultural  sec- 
tion of  the  Union.  It  foreshadows  the  coming  of  social  and  eco- 
nomic problems  in  which  every  statesman  should  take  a  deep  and 
abiding  interest  if  America  is  to  be  kept  free  from  some  of  the 
serious  problems  which  have  presented  themselves  to  other  coun- 
tries both  in  the  present  and  in  the  past. 

It  has  been  contended  by  some  optimistic  writers  that  the  nomi- 
nal increase  in  tenantry  is  more  apparent  than  real;  and  that  it 
represents  merely  an  increase  in  the  nimiber  of  young  men  who  are 
renting  farms  as  a  preliminary  to  buying.  Recent  investigations, 
however,  though  limited  in  scope,  indicate  that  in  the  more  estab- 
lished sections  the  average  age  of  the  tenant  class  is  rising  and 
that  from  year  to  year  fewer  men  are  crossing  the  border  from 
tenantry  to  ownership.  According  to  data  supplied  by  the  United 
States  Census  for  one  of  the  older  counties  in  the  state  of  Ohio, 
it  is  shown  that  over  66  per  cent  of  the  tenants  were  thirty-five 
years  of  age  or  over.  Over  86  per  cent  of  them  were  over  forty- 
five  years  of  age.  A  study  recently  made  in  Iowa  indicates  that 
the  results  for  Ohio  are  typical  of  other  sections  of  the  North 
Central  division.  There,  it  is  reported,  "The  age  of  ownership  is 
about  six  years  later  in  life  than  it  was  twenty-five  years  ago. 
Farmers  now  make  their  first  payment  on  land  at  the  age  of  thirty- 
four,  while  formerly  ownership  was  obtained  at  twenty-eight  years 
of  age.^'* 

Since  the  fact  of  increase  in  tenantry  is  well  established,  and 
since  most  types  of  agriculture  in  the  United  States  appear  to  be 
adapted  to  such  increase,  an  appreciation  of  the  significance  of 
that  increase  is  of  the  utmost  importance.  In  the  study  of  land 
tenure  in  Iowa,  mentioned  above,  the  author  arrives  at  the  con- 
clusion that  increase  in  tenantry  may  be  coincident  with  a  marked 
increase  in  wealth  on  the  part  of  the  tenant  class.     The  author 

s  Lloyds  *<Fann  Leases  in  Iowa,"  Iowa  Exp.  8ta.  Bulletin  159,  p.  171. 
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makes  the  statement  that  "The  prosperity  of  the  fanner  is  better 
measured  in  terms  of  the  wealth  he  accumulates  than  in  the  kind 
of  tenure  he  follows.'* 

Lnmediate  results  should  not  blind  us  to  what  the  ultimate  ef- 
fects will  be,  since  it  is  these  ultimate  effects  which  will  be  of  the 
greatest  social  and  economic  significance.  The  separation  of 
ownership  from  the  oi>eration  of  farms  involves  a  division  of  the 
total  income  from  the  land.  The  rise  in  land  values,  regardless  of 
the  fact  that  farm  income  investigators  show  the  immediate  effect 
to  be  a  comparatively  larger  return  to  tenants  than  owners,  can 
only  mean  that  ultimately  the  share  of  the  income  that  goes  to  the 
landlord  will  increase  through  rising  rents  or  will  become  a  per- 
manent burden  on  the  land  through  the  price  paid  for  it  by  the 
purchaser.  The  effect  in  either  case  is  to  give  to  the  landlord  an 
increasing  and  permanent  share  in  what  the  land  produces  and 
to  give  either  to  the  tenant  or  to  the  future  purchaser  an  income 
which  appears  to  correspond  closely  to  what  skilled  labor  receives 
in  the  cities.  So  long  as  land  ownership  does  not  give  to  the 
owner  in  America  a  social  status  as  it  does  in  some  foreign  coun- 
tries, the  tendency  will  be  for  prospective  owners  to  purchase  land 
either  at  a  price  which  will  yield  a  rent  return  corresponding  to 
interest  rates  on  investments  elsewhere  or  for  a  return  due  to  the 
speculative  increase  in  the  value  of  the  land.  The  outlook  for  the 
tenant  in  America  is  not  encouraging  so  far  as  incomes  are  con- 
cerned, even  though  for  the  time  being  they  are  apparently  the 
principal  recipients  of  the  benefits  of  increases  of  prices  of  food 
products.  The  advantages  due  to  the  farm  operator  that  result 
from  the  present  tendency  toward  adjustment  of  wealth  distribu- 
tion between  rural  and  urban  communities,  tend  to  go,  not  to  the 
farmer,  but  to  the  farm  owner,  who  may  live  in  the  neighboring 
village  or  in  the  city ;  and  the  hoped-for  increase  in  economic  wel- 
fare of  the  man  with  the  hoe,  upon  which  depends  those  material 
comforts  which  the  farming  population  has  so  long  lacked  and 
which  are  recognized  as  the  essential  foundation  of  a  satisfying 
standard  of  living,  sufficient  to  make  farm  life  attractive,  is  tend- 
ing to  miss  the  man  who  deserves  it  and  to  pass  on  to  the  urban 
resident.  Thus  the  building  of  a  sound  economic  foundation  for  a 
wholesome  rural  civilization  is  being  prevented  by  the  increase  in 
tenantry. 

Considerable  concrete  evidence  as  to  the  effects  of  tenantry 
upon  the  fertility  of  the  soil  and  upon  farm  management  is  al- 
ready available.     A  recent  writer  in  the  Breeders*  Gazette  has 
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pointed  out  that  the  Chicago  market  has  for  the  past  ten  years 
shown  a  steady  decrease  in  the  percentage  of  cars  of  com  received 
grading  No.  2  or  over  and  a  steady  increase  in  the  percentage 
grading  No.  S,  or  under.^  A  tabulation  of  farm-management 
studies  in  four  typical  counties  in  Ohio  reveals  the  fact  that  for 
owner-operated  farms  76.4  cents  per  crop  acre  was  spent  for  ferti- 
lizer while  for  tenant-operated  farms  the  amount  was  but  64.4 
cents.  In  view  of  the  fact  that  another  tabulation  from  the  same 
source  shows  that  owner  farms  had  10.6  cattle  units  and  18.6  hog 
units  per  hundred  acres  while  tenant  farms  showed  but  6.4  cattle 
units  and  1S.6  hog  units,  the  conclusion  is  inevitable  that  both 
from  the  point  of  view  of  preserving  the  fertility  of  the  soil  and 
of  the  most  efficient  farm  management,  the  advance  of  tenantry  is 
disastrous. 

In  traveling  through  the  various  sections  of  the  upper  Missis- 
sippi Valley  one  is  impressed  on  every  hand  with  the  evidences  of 
prosperity  in  the  open  country.  The  large,  well-kept  residences, 
lawns,  good  bams  and  other  buildings  lead  one  to  believe  that, 
after  all,  there  is  little  to  fear  from  the  changes  in  tenure  which 
the  census  records  show.  But  a  closer  view  of  the  subject  does  not 
give  so  attractive  a  picture.  It  is  a  matter  of  common  knowledge 
that  in  many  of  these  prosperous  communities  homes  that  were 
once  the  pride  of  owner-operators  have  begun  to  show  the  effects 
of  tenant  occupancy  and  the  evidence  is  that  the  future  will  show 
these  effects  much  more  vividly  than  they  can  be  observed  at  the 
present  time.  A  study  of  rural  housing  made  by  one  of  the  stu- 
dents of  the  rural  economics  department  of  Ohio  State  University, 
through  personal  visitation  and  through  cooperation  of  fellow  stu- 
dents, revealed  a  most  marked  difference  in  the  housing  conven- 
iences enjoyed  by  owners  and  by  tenants.  The  results  showed  that 
96  per  cent  of  the  tenant  houses  were  heated  with  stoves  while  but 
70  per  cent  of  the  owners'  houses  were  so  heated ;  69.6  per  cent  of 
the  owners  used  kerosene  for  lighting  as  against  96  per  cent  for 
the  tenants;  40.8  per  cent  of  the  owners  reported  had  kitchen 
sinks  while  but  8.8  per  cent  of  the  tenant  homes  were  so  supplied ; 
61.9  per  cent  of  the  owners  had  privies  more  than  100  feet  from 
the  well  while  but  S8.9  per  cent  of  the  tenants  had  the  same  con- 
dition ;  and  89  per  cent  of  the  owners  had  the  well  more  than  100 
feet  from  the  bam  while  but  19  per  cent  of  the  tenants  had  the 
well  thus  protected. 

^Brssd^rs'  Oazette,  July  92,  1915. 
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It  18  unnecessary  to  give  further  figures  as  to  this  condition. 
There  is  evidence  on  every  hand  that  tenants  are  not  as  well  pro- 
vided for  as  owners.  Moreover,  there  do  not  appear  to  be  any 
factors  in  the  situation  which  promise  amelioration.  The  interest 
of  both  owner  and  tenant  is  to  secure  larger  incomes  from  the 
farm  and  neither  is  interested  in  providing  the  best  living  condi- 
tions on  the  tenant-operated  farm.  Tenants  take  less  care  of  the 
owner's  house  than  they  would  if  it  were  their  own  and  owners  are 
slow  to  make  needed  improvements  for  the  sake  of  the  tenant.  We 
are  still  in  the  period  of  development  of  American  agriculture 
when  we  are  using  much  of  the  original  equipment  of  American 
farms.  If  the  primitive  log  house  or  the  sod  house  has  been  dis- 
placed by  the  more  pretentious  dwelling,  or  if  the  old  makeshift 
bam  of  pioneer  days  has  been  displaced  by  the  red  bam  so  char- 
acteristic of  the  com  belt,  these  displacements  belong  still  to  the 
period  in  which  farmers  were  farm  owners  and  home  makers.  The 
time  is  inevitably  coming  when  present  equipment  will  have  passed 
its  period  of  usefulness.  Then  the  real  significance  of  the  transi- 
tion from  ownership  to  tenantry  will  become  apparent.  Either  old 
tumble-down  houses,  the  ghosts  of  a  former  prosperity,  inhabited 
by  a  low-grade  population  willing  to  live  in  inferior  quarters  will 
survive,  or  a  new  type  of  houses,  built  for  tenants,  will  api>ear. 
Farm  owners  are  not  even  now  providing  for  their  tenants  as  they 
would  for  themselves.  Even  the  United  States  government  has 
given  recognition  to  the  fact  that  the  tenant  housing  problem  is 
different  from  the  problem  of  housing  owners,  by  the  publication  of 
plans  for  tenant  houses.  This  public  recognition  of  the  existence 
of  the  landless  type  for  whom  special  living  quarters  must  be  pro- 
vided raises  serious  questions  as  to  what  public  policy  to  tenantry 
should  be.  Is  the  effort  to  adapt  ourselves  to  changes  taking  place 
justifiable  or  should  we  frankly  recognize  that  the  coming  of  the 
tenant  house  means  ultimate  social  disintegration  and  the  appear- 
ance in  rural  life  of  a  population  which  will,  regardless  of  what 
their  native  ability  may  be,  occupy  a  permanently  lower  plane  in 
economic  life  and  be  compelled  by  their  circimistances  to  maintain 
a  lower  standard  of  living? 

From  the  point  of  view  of  the  sociologist,  any  policy  of  adapta- 
tion to  pathological  conditions  is  incorrect.  To  plan  tenant 
houses  is  to  perpetuate  a  fundamentally  bad  condition.  The  bet- 
ter policy  would  be  to  spend  the  energies  of  public  agencies  in  re- 
moving the  causes  that  have  made  the  appearance  of  a  tenant  class 
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in  America  possible.  Urban  communities  have  long  been  con- 
spicuous examples  of  the  miserable  quarters  that  have  been  pro- 
vided for  employees  by  certain  manufacturing  interests.  Mining 
companies  in  many  parts  of  the  country  have  contributed  their 
share  of  housing  problems  by  the  type  of  structure  they  have 
deemed  good  enough  for  the  laboring  man.  To  the  present  a  high 
degree  of  contentment  has  existed  in  the  open  country  so  far  as 
relation  to  property  is  concerned.  But  with  the  advent  of  distinct 
and  conspicuous  differences  in  housing  conditions  for  the  tenant 
and  owner  groups  will  come  rural  discontent  and  the  foundation 
will  be  laid  in  the  open  country  for  the  spread  of  those  ideals  as 
to  property  ownership  which  have  characterized  the  laboring 
groups  in  the  city ;  and  we  may  witness  a  powerful  stimulus  to  the 
movement  for  the  nationalization  of  land. 

It  is  impossible  to  present  concrete  evidence  as  to  the  effect  of 
increase  of  tenantry  upon  the  improvement  of  roads,  drainage 
projects,  community  beautification,  rural  economic  organization, 
or  any  of  the  other  developments  which  go  to  make  a  community 
environment  worth  while.  It  is  in  accord  with  the  evidence  as  to 
policies  of  improvement  of  tenanted  farms  to  expect  no  great 
degree  of  enthusiasm  on  the  part  of  an  absentee  landlord  for  the 
expenditure  of  money  for  community  improvement. 

The  effect  of  tenantry  upon  education  has  been  brought  out  in 
a  number  of  studies.  In  a  survey  made  in  southwestern  Ohio  it 
was  found  that  but  42.8  per  cent  of  the  tenants  subscribed  for 
farm  papers  while  67.9  per  cent  of  the  owners  took  agricultural 
journals.  In  a  survey  made  in  Missouri  it  was  found  that  10.4 
per  cent  of  the  owners  had  a  college  education  while  but  5.1  per 
cent  of  the  tenants  had  been  so  trained.  The  children  of  owners 
and  tenants  showed  a  much  more  inarked  discrepancy  as  to  educa- 
tion than  did  the  farmers  themselves.  Of  owners'  children  82.7 
per  cent  had  completed  the  district  school  while  but  12.7  per  cent 
of  the  tenants'  children  had  done  so. 

These  discrepancies  in  education  are  not  to  be  taken  as  criti- 
cisms of  the  tenant  group.  They  are  the  result  of  conditions  over 
which  the  tenant  has  little  control  and  which  permanently  handi- 
cap the  children  of  the  transient  land  operator.  The  social  effects 
of  lowered  educational  efficiency  can  only  be  measured  in  terms 
of  the  lowered  effectiveness  and  standards  of  living  of  the  tenant 
population. 

Increase  in  tenantry  makes  more  serious  the  problems  of  the 
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mral  church.  In  southwestern  Ohio  it  was  found  that,  whereas 
41  per  cent  of  the  farmers  in  a  given  community  were  tenants, 
but  22  per  cent  of  the  tenants  interviewed  were  church  members. 
The  percentage  of  church  membership  for  the  entire  adult  rural 
population  was  about  S9.  Thus  we  have  strong  evidence  that  the 
tenant  group  is  not  being  reached  by  the  church  and  that  the 
church  is  moving  up  and  out  of  the  coimtry  with  the  owner  popu- 
lation. In  the  Missouri  study  noted  above,  the  percentage  of 
owners  attending  church  services  was  40.7  while  the  percentage  of 
tenants  attending  services  was  but  29.6.  Sunday-school  attend- 
ance showed  a  similar  discrepancy  and  of  contributions  to  the  sup- 
port of  the  church  the  owners'  share  was  $11.62  per  farm  per  year 
while  that  of  the  tenants  was  but  $4.47. 

The  relation  of  the  tenant  problem  to  social  organization  is  no 
less  marked.  The  transient  tenant  has  less  interest  in  community 
affairs  and  is  not  to  be  depended  upon  to  assume  leadership  in 
farmers'  organizations  nor  to  become  an  active  factor  in  stimulat- 
ing community  social  life.  This  is  true  in  part  because  of  the  an- 
tagonism in  the  country  to  the  leadership  of  the  newcomer,  par- 
ticularly if  he  is  a  tenant  farmer.  The  feeling  on  the  part  of  the 
tenant  that  he  has  no  place  in  the  real  direction  of  community 
affairs  lessens  his  interest  in  social  life  and  increases  whatever  indi- 
vidualistic and  anti-social  tendencies  he  may  have. 

In  the  past  fifteen  or  twenty  years,  the  Central  Valley  has  wit- 
nessed a  marked  rise  in  the  nimiber  of  family  reimions  held  in 
rural  districts.  The  renewed  importance  of  the  consciousness  of 
family  connections  has  a  close  relation  to  economic  changes  taking 
place.  Ihiring  a  large  part  of  the  past  century  family  connec- 
tions had  little  to  do  with  one's  social  standing,  particularly  in 
pioneer  communities.  People  came  from  all  parts  of  the  country 
to  settle  the  new  land  and  personal  worth  went  far  toward  de- 
termining the  social  position  of  those  making  up  the  aggregation. 
Family  consciousness  and  material  success  go  together.  The 
family  reunion  has  been  the  occasion  of  renewed  social  life,  but  it 
has  represented  a  renewal  that  from  the  community  point  of  view 
does  not  promise  the  largest  group  unity. 

The  growth  of  the  cooperative  movement  among  farmers  in 
Europe  has  brought  to  America  a  realization  of  the  large  possi- 
bilities of  development  of  a  better  agriculture  and  rural  life  here 
through  more  effective  organization.  Effective  organization  has 
been  shown  by  experience  to  depend  upon  intelligence,  homogeneity 
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of  population,  stability,  intimate  acquaintance,  and. community  of 
social  interests.  Increase  in  tenantry  destroys  every  one  of  these 
necessary  bases  of  successful  organization  and  unless  some  policy 
is  adopted  which  will  lead  to  permanency,  homogeneity,  and  sta- 
bility, the  outlook  for  effective  economic  organization  in  America 
is  not  good. 

The  tenant  consciousness  is  not  yet  marked  in  any  part  of  the 
country.  Newspaper  accounts  of  organizations  of  farm  tenants  in 
Iowa  and  in  some  of  the  southern  states  have  appeared.  In  the 
West  the  syndicalist  movement  has  taken  root  among  farm  labor- 
ers, who  according  to  conventional  standards,  occupy  a  still  lower 
status  than  do  the  tenants.  But  beyond  these  sporadic  evidences 
of  class  consciousness  little  is  to  be  found  except  individual  re- 
actions as  expressed  from  time  to  time  in  newspaper  articles  or 
in  personal  conference.  As  conditions  become  more  acute  the 
probabilities  are  that  the  common  interests  of  both  the  tenant  and 
the  farm  laborer  groups  will  seek  expression  through  organization. 

The  experience  of  the  race  appears  to  justify  the  private  owner- 
ship of  land  by  the  operator  thereof  for  the  reason  that  such 
ownership  tends  to  preserve  and  to  improve  the  property  held,  and 
to  insure  its  most  efficient  use  for  society.  If  the  principle  is  ac- 
cepted that  private  ownership  of  farm  lands  by  the  operator  is 
desirable  for  the  social  good,  then  it  follows  that  constructive 
measures  should  be  taken  by  the  state  while  the  problem  is  not  yet 
acute  to  prevent  the  rise  of  either  a  permanent  tenant  class  or  of 
a  i>ermanent  proletariat  in  the  country.  Alleviative  policies,  such 
as  planning  tenant  houses,  or  devising  tenant  contracts,  cannot 
offer  a  permanent  solution  of  the  problem.  The  tendency  toward 
tenantry  can  only  be  controlled  by  adequate  legislation  to  correct 
the  influences  causing  the  tendency. 

The  passage  of  the  recent  rural  credits  law  is  a  step  in  the 
right  direction.  But  such  a  law,  without  accompanying  legisla- 
tion to  prevent  land  speculation  is  likely  to  result  in  increase  in 
land  values,  thus  depriving  the  prospective  purchaser  of  the  in- 
tended benefits.  The  passage  of  a  law  providing  for  land  ap- 
praisal boards  empowered  to  determine  the  price  at  which  land 
should  be  sold  has  been  suggested.  Such  legislation  has  been 
utilized  in  foreign  countries  with  success  but  it  appears  that  the 
existence  of  such  boards  in  America  would  be  ineffective  for  the 
reason  that,  unless  they  had  compulsory  powers,  the  owner  of  the 
property  could  not  be  compelled  to  dispose  of  his  property  at  any 
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price  lower  than  the  one  fixed  by  himself.  Land  appraisal  boards 
with  compulsory  powers  would  amount  practically  to  land  na- 
tionalization, a  step  which  America  is  not  yet  ready  to  take. 

The  most  hopeful  solution  appears  to  be  the  control  of  tenantry 
through  the  exercise  of  the  taxing  power.  If  the  tax  were  so  ad- 
justed as  to  give  a  strong  inducement  to  the  prospective  absentee 
landlord  to  dispose  of  his  land  to  the  prospective  tenant,  much  of 
the  speculative  holding  of  land  would  be  quickly  eliminated  and 
prices  of  land  to  prospective  purchasers  would  much  more  nearly 
equal  their  productive  value.  The  inducement  to  transfer  invest- 
ment from  land  to  other  forms  of  property  would  work  no  great 
hardship  to  the  owner  because  under  the  rural  credit  law  land 
mortgage  bonds  would  be  available  as  well  as  other  types  of  securi- 
ties the  absentee  ownership  of  which  does  not  bring  such  serious 
difficulties  in  business  management  as  does  the  absentee  ownership 
of  land. 

It  is  not  the  purpose  of  the  economist  or  the  sociologist  to  injure 
anyone  through  recommending  legislation  that  may  unnecessarily 
interfere  with  individual  interests.  He  believes  in  social  adjust- 
ment that  will  yield  the  largest  measure  of  the  common  good.  If 
present  tendencies  may  ultimately  carry  to  the  country  some  of 
the  serious  social  and  economic  problems  of  the  city,  he  is  justified 
in  advocating  remedies  which  may  appear  radical  but  which  in  the 
long  run  ofi^er  promise  of  permanent  contentment  in  rural  life  and 
which  promise  the  perpetuation  of  those  social  and  economic  in- 
stitutions which  have  been  demonstrated  by  the  experience  of  the 
race  to  be  of  the  greatest  social  utility.  It  is  in  this  spirit  that 
attention  is  again  called  to  one  of  the  greatest  problems  awaiting 
solution  in  American  life  at  the  present.  The  control  of  the  situ- 
ation demands  state  action  as  well  as  individual  education  and 
those  who  make  up  the  membership  of  such  bodies  as  those  gath- 
ered here  can  exert  a  powerful  influence  toward  the  wise  solution 
of  the  problem. 
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W.  O.  Hedrick. — The  fundamental  relation  of  fanning  to  our  na- 
tional life  is  borne  witness  to  through  the  fact  that  both  the  aspects  of 
land  which  Professor  Vogt  discusses  have  been  the  subjects  of  statis- 
tical interest  for  many  years.  The  public  has  become  only  recently 
interested  in  the  size  of  business  generally^  but  since  1890  our  census 
bureau  has  collected  statistics  relative  to  the  sise  of  farms.  Speaking 
generally  the  public  caresi  not  at  all  whether  factories  and  stores  and 
railroads  are  rented  or  are  owned  by  their  operators^  but  it  has  given 
much  attention  to  the  ownership  and  rental  tenure  of  land  since  1 880. 

The  curious  fact  is  revealed  by  the  last  census  enumeration  (1910) 
that  it  is  the  very  large  farm  which  has  been  notable  during  the  past 
ten  years.  The  farms  of  from  500  to  999  acres  have  had  second  place 
in  growth  of  numbers^  have  exceeded  all  others  in  absorbing  total 
farm  area>  have  ezceded  all  others  in  enlarging  improved  acreage  per 
f arm^  have  shown  the  biggest  increase  in  value  of  total  farm  property 
of  any  dass^  were  second  greatest  in  increased  building  valuation,  have 
had  greatest  increase  in  machinery  valuation  and  third  greatest  in  live 
stock  increase.  The  relatively  small  number  of  these  farms,  how- 
ever, robs  this  record  of  much  significance  in  characterising  American 
farm  sizes. 

With  regard  to  landlordism  and  tenantry,  the  same  motive  which  is 
relied  upon  by  society  to  secure  effective  farm  handling,  namely,  "self- 
interest,"  is  the  very  one  which  stimulates  tenants  to  rent  farms.  The 
farm  business  requires  a  combination  of  several  factors — notably  land, 
labor,  and  equipment — for  its  best  success.  The  extremely  high  price 
of  all  these  elements  renders  it  sometimes  necessary  that  two  enter- 
prises should  combine  their  factors — one  furnishing  land,  the  other 
labor  and  equipment — ^and  we  have,  therefore,  the  landlord  and  tenant 
relation.  Farm  management  studies  show  almost  invariably  that  tenant 
farmers  make  good  labor  incomes,  and  no  little  care  should  be  taken 
in  disturbing  a  system  not  adverse  to  public  policy  which  with  all  its 
faults  is  distinctly  profitable  to  the  farmer. 

Country  life  improvement  may  indeed  be  hindered  in  its  codperative 
aspect,  as  Professor  Vogt  points  out,  by  the  presence  of  the  shifting 
tenant;  but  an  even  more  fundamental  wrong  may  be  done  by  striking 
at  the  productivity  of  agriculture  itself  in  the  attempt  to  eliminate  tiiis 
sort  of  farmer.    Commonly  it  is  assumed  that  tenancy  is  a  stepping* 


Digitized  by 


GooqI 


Land  Problem  and  Rural  Welfare — Discussion  108 

stone  to  ultimate  land  ownership.  The  young  farmer  or  the  needy 
farmer  may  come  to  own  a  farm  through  a  preliminary  period  spent  as 
a  tenant  farmer^  or  he  may  attain  full  ownership  through  the  mortgage- 
indebtedness  route.  Comparing  only  the  more  superficial  features  of 
these  two  methods  of  reaching  the  same  end^  we  have  the  following 
results. 

Through  having  the  stimulus  to  industry  which  comes  from  owner- 
ship and  through  directing  his  business  at  will^  the  mortgager  is  ad- 
vantaged^ but  he  is  limited  in  his  farm  operations  through  having  in- 
vested his  capital  in  land.  On  the  other  hand^  the  tenant  leaves  to  the 
landlord  the  burden  of  carrying  all  the  unproductive  farm  parts^  such 
as  buildings^  fences^  lanes^  wood  lot^  etc.  He  is  further  advantaged 
through  putting  all  his  capital  into  live  stock  and  equipment^  thus  being 
enabled  to  operate  to  the  maximum  of  profitableness.  He  gains  noth- 
ing,  however^  by  the  appreciation  in  value  of  land. 

The  suppression  of  tenancy  as  advocated  in  the  paper  which  has 
just  been  read  restricts  the  young  farmer^  or  the  impecunious  farmer^ 
to  alternatives  which  may 'prove  hurtful  from  the  business  standpoint. 
The  going  in  debt  for  a  full-sized  farm  as  we  have  seen  is  apt  to  leave 
the  farmer  short-handed  in  the  means  for  the  operation  of  this  farm. 
Another  alternative  is  the  little  farm — one  which  he  is  able  to  pay  for 
and  have  some  means  left  over — ^but  every  study  of  the  little  farm  has 
convinced  the  student  of  the  utter  unprofitableness  of  this  style  of 
farming.  Farm  machinery  is  standardized  in  size  to  the  needs  of  the 
full-sized  farm;  a  profitable  number  of  labor  hours  for  men  or  team 
can  only  be  found  upon  the  full-sized  farm.  Insufficient  variations  of 
enterprises  and  too  high  costs  in  overhead  expenses  are  only  a  few  of 
the  many  reasons  given  for  the  unprofitableness  of  the  small  farm. 

The  sharing  of  the  expenses  of  carrying  on  a  farm  business  between 
two  parties — one  furnishing  the  land  factor  and  the  other  the  labor 
and  equipment — ^has  afforded  a  successful  farm  business  in  the  past 
and  still  has  merits  for  the  future.  We  find  nothing  to  justify  the 
belief  expressed  by  Professor  Vogt  that  the  landlord  share  is  to  grow 
larger  to  the  disadvantage  of  the  tenant  through  the  income-absorbing 
power  of  land.  Landlords  will  doubtiess  always  secure  the  returns 
which  are  possible  to  them  through  owning  advantageous  differentials  in 
land.  These  differentials  tend  to  become  accentuated  with  the  in- 
crease in  price  of  farm  products  but  the  means  have  not  yet  been 
shown  whereby  the  landlord  can  wrest  away  from  the  renter  any  share 
to  which  the  renter  is  properly  entitied. 
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Tenancy^  it  may  be  said  in  conclusion^  has  stood  the  test  of  ex- 
perience. We  do  not  mean  by  this  any  tenant  system — absentee  land- 
lordism or  rock  renting^  for  example — ^but  good  systems  have  sorvived. 
The  greatest  system  of  farming  in  the  world  measured  by  the 
test  of  endurance  is  a  tenant  system.  In  England  all  but  four 
or  five  per  cent  of  the  farmers  are  tenants^  yet  English  farm- 
ing has  given  us  our  leading  types  of  live  stocky  our  best  farm 
practices^  such  as  marling^  drainage^  rotations^  and  the  measure 
in  acres  of  our  customary  farm.  On  the  other  hand^  among  the  farm- 
owning  peasants  of  Continental  Europe  (other  than  the  extremely 
recent  notion  of  cooperation)  scarcely  a  single  fruitful  farm  notion  has 
developed.  Few  breeds  of  farm  animals  or  practices  have  been 
originated.  Women  customarily  do  the  farm  work  and  the  peasant 
himself  is  frequently  unable  to  speak  the  language  of  the  country  in 
which  he  lives.  The  test  of  a  system  of  agriculture  is  the  charactei: 
of  its  professional  representatives;  and  without  doubt  the  British 
farmer^  though  a  tenant^  ranks  high  among  farmers  everywhere.  The 
constantly  enlarging  growth  in  numbers  of  population  in  his  country 
make  ever-increasing  demands  upon  the  output  from  the  farms.  This 
inevitably  leads  to  intensive  cultivation  with  all  its  expensiveness  in 
land^  equipment^  and  labor.  It  seems  almost  unthinkable  under  these 
circimistances  that  a  normal  tenancy  system  should  not  develop  here 
as  in  England. 

James  B.  Morman. — ^The  land  problem  as  conceived  by  Professor 
Vogt  centers  in  farm  tenancy.  The  chief  points  discussed  are  the  size 
of  farm  holdings  and  the  relation  of  ownership  to  the  successful 
operation  of  the  farm.  The  evidence  presented  and  the  reasoning 
based  upon  that  evidence  aim  to  show  the  relation  of  the  land  problem 
to  the  economic  and  social  welfare  of  rural  communities.  Let  us 
briefly  examine  these  two  aspects  of  the  land  problem. 

1.  The  size  of  holdings, — Some  evidence  is  presented  to  show  a  ten- 
dency toward  centralization  of  farm  land  ownership  in  certain  parts  of 
the  United  States.  But  this  movement  it  is  shown  is  not  general.  It 
is  held,  in  fact^  that  "extremely  large  holdings  in  areas  of  general 
farming  are  survivals  of  an  earlier  period  rather  than  a  recent  devel- 
opment." 

From  the  standpoint  of  large  land  holdings  there  is  believed  to  be 
no  great  problem  and  no  menace  to  rural  welfare.  If  any  such  tend- 
ency toward  centralisation  of  farmland  holdings  had  been  shown^  state 
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legislation  could  be  suggested  as  a  practical  remedy^  as  applied  in 
Australia  and  New  Zealand^  limiting  the  size  of  land  holdings  by 
individuals  and  corporations.  This  limitation  prevents  land  specula- 
tion^ lowers  the  price  of  land^  and  tends  to  bring  it  into  cultivation 
much  quicker. 

On  the  other  hand^  from  a  review  of  statistical  data  it  is  maintained 
that  there  is  a  tendency  "in  the  direction  of  increase  in  medium-sized 
farms."  This  fact  being  conceded^  an  explanation  of  it  is  the  spread 
of  more  intelligent  farming.  This  has  doubtless  been  due  first  to  a 
scarcity  of  farm  labor  and>  secondly^  to  the  work  of  the  agricultural 
colleges  and  experiment  stations. 

The  scarcity  of  farm  labor  forced  the  farmer  to  limit  his  productive 
energies  to  the  cultivation  of  a  diminished  acreage.  The  effort  to  do 
this^  when  coupled  .with  more  intelligent  direction  along  the  lines  of  in- 
tensive farmings  brought  a  realization  of  the  fact  that  a  farmer  could 
procure  better  returns  with  less  labor  from  40  acres  well  cultivated 
than  from  80  or  more  acres  poorly  cultivated  along  extensive  lines. 

Very  little  consideration^  therefore,  need  be  given  to  the  topic  of 
the  size  of  farm  holdings.  Whatever  problem  there  may  be  connected 
with  it  tends  to  correct  itself  by  means  of  educational  forces  set  in 
motion  by  state  and  national  authority.  This  brings  us,  therefore,  to 
Professor  Vogt's  main  thesis,  namely,  that  "the  real  land  question  is 
one  of  ownership  in  relation  to  the  economic  welfare  of  the  people  who 
actually  live  on  the  farm." 

2.  The  problem  of  farm  tenancy. — This  topic  is  not  discussed  from 
a  national  point  of  view.  It  is  conceded  at  the  outset  that,  in  a  large 
part  of  the  United  States,  farm  tenancy  has  a  low  percentage  as  com- 
pared with  farm  ownership.  The  seriousness  of  the  problem  is  limited 
to  the  great  productive  corn-belt  states.  This  is  a  region  where  farm 
lands  have  reached  a  high  state  of  cultivation,  where  diversified  farm- 
ing predominates,  and  where  land  values  for  ordinary  farming  pur- 
poses are  comparatively  high. 

But  even  in  this  section  of  our  country,  many  of  the  states  show  a 
relatively  low  percentage  of  farm  tenancy.  At  the  same  time  it  is 
contended  that  the  increase  in  tenancy  is  continuous  "and  appears  to  be 
based  on  causes  upon  which  no  legislation  or  other  factors  have  as 
yet  had  any  influence." 

The  problem  raised  in  this  particular  section  of  the  United  States  is 
farm  tenancy  vertut  absentee  landlordism.  In  this  case  absentee 
landlordism  has  a  relatively  limited  economic  and  social  range.     The 
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landlord  who  leases  his  farm  to  a  tenant  is  not  a  large  land-owning 
aristocrat^  but  a  retired  farmer.  He  has  by  hard^  continuous^  intel- 
ligent labor  produced  a  competency  from  the  soil  without  destroying 
its  fertility.  He  has  preserved  for  posterity  to  a  large  extent  the 
natural  resources  of  the  soil.  He  has  demonstrated  to  the  world  thatj^ 
under  proper  farm  management^  agriculture  is  an  industry  which  may 
be  made  highly  profitable.  For  these  results  the  landowner  should  be 
praised  smd  not  condenmed.  The  prosperous  farmer,  however,  finally 
has  retired  to  the  village,  town,  or  city  to  enjoy  the  fruits  of  his  long 
labors,  or  to  afford  better  educational  facilities  for  his  family;  and 
here  the  real  farm  tenancy  problem  may  be  conceived  as  beginning. 

Farm  tenancy  may  be  examined  from  two  points  of  view,  namely, 
an  irrational  system  of  leasing  farms  and  the  difficulties  of  acquiring 
ownership. 

The  responsibility  for  the  exploitation  of  leased  farms  lies  almost 
entirely  with  the  owner  and  not  with  the  tenant.  If  a  landowner  has 
no  more  sense  than  to  permit  the  fertility  or  wealth-producing  power 
of  his  land,  which  is  his  basic  or  fixed  capital,  to  be  unscrupulously 
mined  by  a  tenant,  he  is  culpably  negligent  toward  his  own  interests 
and  those  of  posterity. 

A  rational  system  of  leasing  farms, — such  as  is  practiced  in  Great 
Britain,  which  favors  long-term  tenure,  protects  the  tenant  in  his 
rights  arising  from  the  use  of  fertilizers  and  the  making  of  improve- 
ments, and  gives  the  owner  supervisory  interest  over  the  system  of 
crop  production  and  farm  management, — ^not  only  provides  a  plan  for 
the  most  efficient  economic  use  of  land  for  agricultural  purposes,  but 
conserves  the  natural  resources  of  the  soil  for  future  generations. 

The  problem  of  irrational  leasing  of  farm  lands  offers  no  serious 
obstacle  to  economic  or  social  progress  in  its  relation  to  rural  and 
national  welfare.  It  is  a  matter  of  education  and  wise  state  legislation. 
This  problem  has  been  solved  to  a  large  extent  in  Italy,  Denmark, 
Great  Britain,  and  other  European  countries.  It  can  easily  .be  solved 
in  our  own  country  when  it  becomes  a  real  menace.  We  can  pass  on, 
therefore,  to  consider  the  other  phase  of  the  problem,  namely,  the  diffi- 
culties of  acquiring  ownership  of  farms  by  farm  laborers  and  tenant 
farmers. 

To  limit  the  discussion  of  this  aspect  of  farm  tenancy  to  the  produc- 
tive states  of  the  north  central  Mississippi  Valley  region,  where  farm 
lands  are  high  in  price,  would  not  be  fair.  The  inability  of  the  farm 
laborer  or  the  tenant  farmer  to  accumulate  sufficient  money  with  which 
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to  purchase  raw  land  or  an  equipped  farm  seems  to  be  the  core  of  the 
problem  of  farm  tenancy. 

The  difficulty  of  becoming  a  farm  owner,  however,  varies  in  different 
parts  of  the  United  States.  Some  homestead  lands  are  still  open  for 
settlement;  raw  lands  in  some  parts  of  the  country  can  be  bought  as 
low  as  from  $5  to  $10  an  acre;  the  value  of  the  average  cultivated 
farm  lands  runs  about  $100  an  acre;  in  the  com  belt  $200  an  acre  is 
not  an  unusually  high  price ;  orchard  lands  in  Oregon  and  Washington 
are  frequently  estimated  at  $1000  an  acre;  citrus  fruit  and  walnut 
orchards  in  California  are  sometimes  valued  at  $1500  an  acre;  and 
recently  a  correspondent  writing  from  Florida  appraised  the  value 
of  some  orange  groves  at  $2500  an  acre. 

The  difficulties  of  passing  from  the  tenant  class  to  the  farm-owning 
class  are  intensified,  therefore,  in  different  parts  of  the  country  and 
with  different  kinds  of  agricultural  production.  For  diversified  agri- 
cultural purposes,  the  man  who  buys  an  ordinary  farm  by  paying  down 
part  of  the  cash  price  assumes  a  tremendous  responsibility  as  a  result 
of  the  precariousness  of  farming  as  an  industry,  in  meeting  interest 
charges,  in  the  payment  of  taxes,  insurance,  and  other  expenses  in- 
volved in  land  ownership.  On  the  other  hand,  if  one  pays  cash  for 
a  high-priced  farm,  unless  he  is  going  into  farming  for  the  fun  of  it, 
his  course  is  one  of  doubtful  wisdom,  because  under  existing  economic 
and  social  conditions  he  could  get  better  and  safer  returns  for  his 
money  if  invested  in  good  securities  at  5  or  6  per  cent  interest 

It  is  not  a  safe  assumption  that  passing  from  the  tenant  class  to  the 
farm-owning  class  removes  any  of  the  difficulties  surrounding  modem 
economic  and  social  life  or  solves  the  problem  of  rural  welfare.  As 
a  matter  of  fact  it  does  not.  Under  a  fair  system  of  leasing  farms 
thousands  of  tenants  are  providing  themselves  with  an  adequate  return 
for  their  labor  alone,  where  thousands  of  landowners  fail  to  do  so  as 
a  return  for  their  labor  and  capital  together. 

But  assuming  that  as  a  rule  farm  ownership  is  preferable  to  farm 
tenancy,  the  question  is  how  this  change  can  be  brought  about.  In 
the  United  States  there  is  no  difficulty  whatever  in  one  acquiring  the 
class  of  land  he  wants  to  meet  his  financial  condition.  The  principal 
question  to  be  solved,  therefore,  is.  How  can  one  improve  his  financial 
condition  so  as  to  provide  the  means  of  purchasing  land?  And  the 
answer  would  seem  to  be  by  working  and  saving. 

But  if  the  farm  laborer  or  tenant  farmer  does  not  or  can  not  save 
s<»nething  from  the  fruits  of  his  labor,  then  he  can  not  very  well  pur- 
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chase  land  or  a  farm.  However^  the  welfare  of  the  state  requires  that 
he  be  made  a  landowner^  then  he  must  be  lifted  over  bodily  from  one 
class  into  the  other  by  means  of  state  aid  and  in  violation  of  the  most 
elementary  economic  principles. 

But  to  grant  state  aid  for  any  such  thing  would  also  violate  the 
fundamental  law  of  social  progress.  It  would  be  an  attempt  to  set 
aside  the  natural  law  of  the  struggle  for  existence;  it  would  seek  to 
counteract  by  legislative  enactment  the  old  command^  **Thou  shalt  earn 
thy  bread  by  the  sweat  of  thy  brow."  Necessity  forces  us  to  toil,  and 
saving  the  surplus  product  of  labor  is  the  first  step  in  the  accumulation 
of  property  and  becomes  a  justification  of  private  ownership4 

In  buying  and  selling  land,  the  disposal  of  it  to  a  tenant  implies  the 
whole  or  part  of  the  purchase  price  in  the  hands  of  the  tenant  as  a 
result  of  saving.  This  is  a  condition  which  can  economically  exist. 
The  tenant  can  become  a  landowner  without  state  aid  of  any  kind.  It 
is  not  so  much  the  price  of  land,  but  the  ability  of  the  worker  to 
earn  and  save  the  price,  which  constitutes  the  heart  of  the  problem  of 
farm  tenancy. 

But  the  writer  of  the  paper  under  discussion  is  himself  in  doubt 
about  his  own  position  on  the  price  of  land.  He  gives  no  note  of 
positiveness  to  his  statements.  He  ends  up  with  saying,  *^if  a  tax 
were  so  adjusted,"  and  "if  present  tendencies  were  bringing  serious 
problems"  then  the  reformer  is  justified  in  advocating  radical  remedies. 
But  no  remedy,  radical  or  otherwise,  is  positively  stated  or  suggested, 
unless  it  is  contained  in  the  statement  that  "the  control  of  the  situation 
demands  state  action  as  well  as  individual  education." 

The  causes  of  farm  tenancy,  therefore,  lie  deeper  than  the  mere 
price  of  land,  and  they  are  practically  beyond  the  reach  of  legislative 
enactment.  Professor  Vogt  himself  believes  that  state  policies  may 
alleviate  the  problem  of  farm  tenancy  but  can  not  solve  it  How  the 
problem  is  to  be  solved  is  not  apparent. 

In  dealing  with  the  problem  of  farm  tenancy  we  should  not  lose 
sight  of  the  fact  that  fundamentally  the  causes  of  the  problem  are 
biological  and  not  political.  Let  us  not  forget  that  the  soil  is  the 
source  of  human  slavery.  In  procuring  subsistence  the  problems  of 
life  begins;  therein  the  problems  end.  But  in  the  course  of  life  be- 
tween the  beginning  and  the  end  arise  all  our  economic,  social,  and 
political  problems.  For  centuries  man  struggled  against  the  forces  of 
nature  which  enslaved  him  to  the  soil;  for  many  other  centuries  he 
struggled  against  his  stronger  fellow  man  who  had  bound  him  to  the 
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soiL  And  when  at  last  in  his  struggle  toward  liberty  he  found  him- 
self unshackled  from  the  chains  of  chattel  slavery^  it  was  only  to 
realize  that  what  is  called  civilization^  or  social  progress^  had  forged 
other  chains  about  him  which  enslave  him  none  the  less.  Neither  the 
tenant  nor  the  landowner  is  free.  Besides  the  law  of  necessity  which 
forces  him  to  bear  the  heat  and  burden  of  the  day^  direct  and  indirect 
taxation  deprive  him  of  an  ever  enlarging  part  of  the  fruits  of  his 
labor.  So,  with  the  progress  of  civilization^  the  difficulty  of  saving 
is  not  lightened.  Taxation  as  a  result  of  economic^  social^  political^ 
military^  and  financial  conditions  tends  to  enslave  the  man  who  is 
producing  wealth  from  the  soil  almost  as  certainly  as  when  under  the 
bonds  of  chattel  slavery. 

The  trend  of  modem  social  life  is  for  the  individual  to  try  to  escape 
as  much  as  possible  from  the  arduous  physical  labor  of  wealth  produc- 
tion. This  is  especially  the  case  with  farming  with  its  long  hours  of 
labor^  often  performed  every  day  of  the  year,  and  with  the  uncertain- 
ties of  its  reward.  When  to  these  burdens  are  added  the  disadvantages 
of  lack  of  educational  facilities,  social  isolation,  increasing  taxation, 
and  high  interest  rates  on  loans,  the  lot  of  the  farmer  has  not  been 
and  is  not  now  an  enviable  one.  While  he  may  have  tried  to  escape  his 
thraldom,  society  has  made  every  effort  to  keep  him  at  his  task.  What 
the  farmer  produces  society  must  have  three  times  a  day,  and  every- 
thing most  be  done  to  keep  him  at  hard  labor. 

In  contrast  with  the  farm,  the  call  of  the  city  is  to  regular  hours  of 
labor,  for  six  days  of  the  week,  at  a  known  wage.  This  is  from  the 
standpoint  of  the  laborer  and  the  mechanic.  The  higher  the  walks 
in  business,  educational,  social,  military,  and  political  life,  the  less 
physical  toil  is  required  and  the  higher  the  rewards.  As  soon  as  they 
are  old  enough  to  leave  home,  the  easier  labor  of  business  and  profes- 
sional life  beckons  to  our  boys  and  girls  on  the  farm  and  they  bid 
farewell  to  the  home  in  the  country.  These  beckonings  have  their 
effect  in  depopulating  rural  districts  and  in  over-populating  the  towns 
and  cities. 

And  here  I  wish  to  read  a  letter  which  I  recently  received.  It  is 
from  a  tenant  and  sets  forth  the  land  problem  from  his  point  of  view. 
The  letter  is  as  follows: 

Under  the  new  law  Farm  Loan  Act,  I  am  anxious  for  some  information  in 
regards  bow  to  proceed  in  getting  a  loan  for  buying  a  farm.  I  am  sincere  in 
this  matter,  for  at  present  time  I  am  a  tenant  giving  $1.00  for  every  $9.00 
that  is  made.  I  am  fanning  190  acres  for  share  rent  and  am  also  clerk  for 
our  township. 

Serving  as  a  renter  is  up-hill  business,  for  farm  help  is  next  to  impossible 
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to  get  The  day  laborer  is  making  more  money  than  the  renter  at  prices  we 
have  to  pay  here  in  the  comitry  in  the  state  of  Ohio.  The  workshops  and 
manufacturing  places  of  Fostoria,  Ohio,  are  offering  $3.00  to  $5.00  per  day 
for  labor.  With  a  few  exceptions,  the  laboring  man  is  scarce  in  our  towns. 
I  know  of  one  factory  which  has  lately  employed  men  above  65  years  of  age 
and  paying  them  from  $3J25  to  $9.85  per  day.  So  you  see  the  inducements 
are  tempting  for  a  renter  to  leave  the  farm.  Then  in  most  cases  they  only 
work  8  hours  per  day  and  are  done  for  the  day.  We  farmers  work  10  hours 
to  12  hours,  then  have  2  hours  of  chores  per  day  extra. 

With  all  of  the  above  to  consider,  we  care  nothing  about  leaving  the  farm 
providing  we  own  a  small  farm  of  our  own,  so  we  would  not  be  looking  for 
the  landlord  to  come  and  say  more,  more;  although  it  has  never  happened  to 
me  imtil  now.  -I  have  been  married  nine  years  and  have  lived  nine  years  on 
this  one  farm.  But  the  owner  wants  to  farm  it  again  himself  with  present 
prices,  who  Imis  an  advantage  in  owning  his  own  farm. 

Now  I  will  tell  you  why  I  do  not  care  to  move  to  town.  I  am  a  young 
man  thirty-one  years  of  age  and  in  good  healtlL  I  have  always  lived  on  a 
farm,  married  a  farmer's  daughter,  and  have  two  boys.  We  do  not  care  to 
take  them  to  town  if  we  can  make  farmers  of  them,  for  that  is  what  is  going 
to  handicap  this  coimtry.  The  parents  are  leaving  the  farms  and  going  to 
towns  and  cities;  and  after  that  small  boy  has  grown  to  be  a  man  and  learned 
the  city's  ways,  there  is  very  small  hope  of  tlSt  boy  ever  moving  on  a  farm 
again. 

My  parents  are  owners  of  a  farm  and  also  my  wife's  people;  therefore  I 
can  give  the  best  of  reference  and  security.  What  I  now  a^  for  is:  How 
do  you  go  about  it  to  get  a  federal  loan?  Is  it  a  personal  loan  from  a 
federal  bank  or  some  other  source?  I  wish  you  would  forward  papers  of 
instruction  at  once.  If  you  have  not  that  power,  I  wish  you  would  forward 
my  name  to  the  proper  official  who  has  that  duty  to  fulfil 

I  am  very  sorry  to  take  your  time  to  read  this  letter.  But  it  may  gain  a 
point  for  you  in  your  future  work  to  know  how  there  is  one  farmer  boy  who 
is  forced  to  the  city,  providing  we  get  no  federal  loan  of  some  kind.  I  can 
rent  plenty  of  good  farms.  But  any  ambitious  man  who  has  any  business 
ability  will  not  make  a  slave  of  himself  by  being  a  good  tenant  for  the  land- 
owner for  the  best  years  of  our  life,  when  there  are  different  business  op* 
portunities  in  view  like  there  are  under  the  presnt  administration.  I  suppose 
there  are  hundreds  of  young  men  who  are  successful  farmers  as  tenants  or 
renters  who  are  taking  the  present  time  under  consideration  as  to  what  to 
do  about  leaving  the  farm. 

Now  what  encouragement  was  I  able  to  give  this  tenant  farmer  from 
the  provisions  of  the  Federal  Farm  Loan  Act?  Very  little^  unless  he 
could  become  the  nominal  owner  of  a  farm  by  purchase.  But  in  that 
case  he  would  not  be  a  tenant  but  a  poor  landowner  with  no  large 
equity  in  his  farm.  Whether  his  condition  would  be  improved  by  a 
change  from  the  renting  to  the  owning  class  would  be  highly  problem- 
atical in  view  of  the  preceding  argument. 

Now^  what  is  the  remedy  for  farm  tenancy?  I  can  see  none  except 
education  and  wise  legislation.  The  roots  of  the  problem  of  farm 
tenancy  lie  beyond  the  power  of  these  forces  to  reach;  they  are  the 
expression  of  natural  law  over  which  man  has  no  control ;  before  them 
the  barrier  is  raised  of  laissez  faire. 

But  when  it  comes  to  a  consideration  of  the  effects  of  farm  tenancy 
on  the  welfare  of  the  tenants  and  rural  communities^  it  is  the  duty  of 
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society  through  wise  legislation  to  adopt  policies  which  shall  make 
farm  life  under  tenant  conditions  worth  the  while^  and  which  shall 
insure  the  greatest  good  to  the  state  by  conserving  the  fertility  of  the 
soil  for  the  present  and  for  future  generations. 

Geo.  H.  Von  Tunoeln. — Professor  Vogt  has  made  two  statements 
that  I  wish  to  comment  on  briefly : 

1.  He  quotes  from  my  colleague^  Professor  Lloyd's  Bulletin  to  the 
effect  that  farmers  today  make  their  first  pajrment  on  their  farms 
from  six  to  eight  years  later  in  life  than  did  the  farmers  of  twenty- 
fi?e  years  ago.  It  is  my  impression  that  both  the  author  and  Pro- 
fessor Vogt  convey  an  unfortunate  idea  through  this  statement.  In 
the  &nt  place  comparatively  few  farmers  who  bought  their  first  farm 
twenty-five  years  ago  had  had  a  four-year  high-school  course  and  fewer 
still  had  had  a  four-year  college  course.  If  we  are  now  right  in  hold- 
ing up  the  ideal  of  our  prospective  future  farmers^  that  they  take  a 
four-year  college  course  in  Agriculture,  how  can  we  hope  to  give  them 
this  additional  educational  preparation,  of  from  four  to  eight  years, 
and  at  the  same  time  expect  them  to  make  their  first  pajrment  on  a 
farm  as  early  in  life  as  did  those  men,  their  fathers  in  many  cases, 
who  bought  their  first  farms  a  quarter  of  a  century  ago,  but  who  did 
not  carry  their  educational  preparation  so  far?  Also,  is  it  not  prob- 
ably true  that  business  men  and  men  in  some  of  the  other  professions 
are  starting  out  for  themselves  later  in  life  now,  due  to  a  longer 
period  of  preparation,  than  men  did  in  these  same  lines  a  quarter  of  a 
century  ago?  If  this  is  true  then  the  farmer  is  not  in  an  unfortunate 
class  as  compared  with  his  contemporaries  in  other  fields,  as  these 
men  seemingly  would  have  us  believe. 

2.  In  another  part  of  his  paper.  Professor  Vogt  states  that,  "Of 
owners'  children  82.7  per  cent  have  completed  the  district  school  while 
but  12.7  per  cent  of  the  tenants'  children  had  done  so."  I  doubt 
very  much  whether  these  figures  will  bear  the  test  of  careful  examina- 
tion, for  from  what  information  there  is  available  it  seems  that  the  aver- 
age age  of  tenants  in  this  country  is  probably  somewhere  between  85 
and  40  years,  while  the  average  age  of  the  owner  is  probably  somewhere 
between  48  and  48  years.  The  average  age  at  the  time  of  marriage 
for  both  groups  was  probably  about  25  years.  It  follows,  therefore, 
that  a  much  larger  proportion  of  the  owners'  children  are  old  enough 
to  have  finished  the  district  school  than  is  true  in  case  of  the  tenants' 
children.  And  from  this  it  follows  that  unless  the  percentage  of  chil- 
dren in  each  class  has  been  determined  on  the  basis  of  the  actual 
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number  of  children  in  each  of  the  two  groups  who  are  old  enough  to 
have  finished  the  district  school^  a  thing  that  Professor  Vogt  does  not 
tell  us^  a  great  injustice  has  been  done  the  tenant  farmers  in  this 
comparison. 

J.  G.  Thompson. — It  is  impossible  not  to  be  concerned  with  regard 
to  the  conditions  that  seem  to  exist  in  many  sections  where  farm  ten- 
ancy preyails.  We  know  enough  about  the  situation  to  know  that 
all  is  not  well.  It  is  to  our  advantage^  then^  that  Professor  Vogt  has 
directed  our  attention  anew  to  these  conditions.  At  the  same  time  it 
appears  to  me  that  Professor  Vogt  is  generalizing  far  too  widely  on 
the  basis  of  the  data  afforded  or  even  available.  There  has  been  a 
great  deal  of  talk  about  the  evils  attending  the  growth  in  farm  tenancy 
in  this  country^  and  some  good  investigation^  to  the  latter  of  which 
Professor  Vogt  himself  has  contributed  notably.  But  this  is  a  very 
large  country  and  conditions  vary  greatly  from  place  to  place;  and 
there  is  a  great  temptation  to  extend^  to  the  country  as  a  whole^  the 
conclusions  properly  enough  drawn  from  investigation  in  one  section 
or  in  a  few  sections^  and  applicable  in  this  limited  way. 

I  may  give  an  illustration  of  what  seems  to  me  the  tendency^  on 
Professor  Vogt's  part,  thus  to  generalize  too  widely.  He  has  called 
attention  to  the  fact  that  a  farm  management  survey  in  four  counties 
in  Ohio  has  shown  that  owner  farms  have  a  greater  number  of  animal 
units  per  acre  than  do  tenant  farms  in  these  same  counties,  and  he 
concludes  from  this  that  the  advance  of  tenancy  is  therefore  disastrous. 
Now  two  pertinent  remarks  may  be  made  with  reference  to  this  treat- 
ment of  the  data  presented.  In  the  first  place,  what  is  the  real  signi- 
ficance of  the  fact  or  facts  stated?  Is  it  to  our  advantage,  or  other- 
wise, when  there  are  more  animal  units  per  acre  ?  Authorities  are  not 
in  agreement  with  reference  to  this  point.  There  are  those  who  point 
out  that  a  meat  diet  is  a  relatively  uneconomical  diet.  In  the  second 
place,  investigation  in  some  other  sections  shows  that  tenant  farms  in 
those  sections  have  a  greater  number  of  animal  units  per  acre  than  do 
owner  farms.  The  data  are  evidently  conflicting  on  this  point.  With 
but  a  limited  amount  of  investigation,  therefore,  as  to  this  factor,  should 
not  our  conclusions  be  correspondingly  restricted?  It  appears  to  me 
that  there  are  a  number  of  other  illustrations  in  Professor  Vogt's 
paper  of  this  tendency  to  generalize  too  widely,  and  thus  to  indict  a 
whole  system  on  incomplete  evidence. 

Again,  is  the  use  of  the  taxing  power  for  purposes  of  social  reform. 
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as  suggested  by  Professor  Vogt,  wise?  We  must^  of  course,  have  re- 
venue to  meet  public  expenditures ;  and  if  it  seems  best  to  take  a  part  of 
the  personally  unearned  increment  in  connection  with  land  values  for 
this  purpose,  then  well  and  good.  But  is  it  wise  to  use  the  taxing  power 
not  primarily  for  raising  revenue  but  to  accomplish  some  extraneous 
object?  Any  one  who  has  given  a  little  study  to  the  matter  of  taxation 
knows  very  well  how  very  difficult  it  is  to  provide  a  tolerable  system 
of  taxation  even  when  the  eye  is  kept  single  to  the  one  purpose  of  rais- 
ing revenue.  How  much  more  difficult  will  it  be,  then,  to  construct  an 
adequate  and  passable  system  of  taxation  when  the  matter  is  com- 
plicated by  the  attempt  to  use  the  taxing  power  so  as  to  accomplish 
some  great  reform,  admitted,  for  the  sake  of  argument,  to  be  desirable? 
Lastly,  whatever  be  the  drawbacks  relative  to  a  system  of  farm 
tenancy,  it  would  appear  that  such  a  system  is  much  more  democratic 
than  one  which  involves  a  large  amount  of  hired  agricultural  labor — 
a  condition  ^ifhich  would  seem  to  be  necessary  in  many  cases  if  owner 
farms  are  to  be  large  enough  for  efficient  operation. 

Charles  L.  Stewart. — It  seems  that  a  sinister  meaning  attaches 
to  the  fact  that  tenants  who  have  purchased  farms  in  the  North  Cen- 
tral states  in  recent  years  were  older  at  the  time  of  purchase  than  was 
formerly  the  case.  We  need  not  wonder  at  this.  A  farm  of  160  acres 
in  Illinois,  for  instance,  is  now  worth  $80,000.  This  is  more  than 
twice  the  value  of  the  same  place  a  decade  or  two  ago.  To  attain 
ownership  of  an  enterprise  of  such  magnitude  naturally  takes  time. 
It  is  so  in  the  case  of  urban  enterprises  capitalized  at  equally  high 
figures.  Possession  of  an  urban  enterprise  may  ordinarily  be  acquired 
by  small  steps  through  the  purchase  of  a  few  more  shares.  The  pur- 
chaser of  a  farm  must  usually  buy  the  entire  property  at  one  time,  or 
at  any  rate  purchase  fair-sized  tracts.  Should  we  not  suppose,  there- 
fore, that  when  a  farm  is  so  much  more  valuable  now  than  it  used  to 
be  tenants  would  spend  a  longer  period  of  years  getting  the  money 
to  buy  a  place  and  the  experience  at  farm  operation  necessary  to  make 
it  a  profitable  investment? 

The  high  price  of  land  not  only  lengthens  the  period  of  "apprentice- 
ship" through  which  the  eventual  landowner  must  pass,  but  it  brings 
pressure  in  favor  of  better  methods  of  farming.  When  an  acre  of  land 
is  worth  $100,  rents  for  $5  a  year,  and  increases  in  value  $10  a  year, 
Uie  increment  accounts  for  two-fhirds  of  the  annual  improvement  in 
the  owner's  finances  as  affected  by  that  acre.     When,  however,  this 
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same  acre  of  land  is  valued  at  $200  and  increases  in  value  $10  a  year^ 
as  in  the  previous  case^  the  increment  is  not  so  significant.  In  the  lat- 
ter case  the  annual  rent  is  say  $10^  so  that  only  half  of  the  owner  s 
financial  improvement  as  affected  by  that  acre  can  be  traced  to  incre- 
ment. In  other  words^  assuming  an  even  interest  rate^  a  higher  price 
of  land  must  be  related  to  a  larger  absolute  rent  But  the  annual  in- 
crement can  not  be  guaranteed  to  continue.  It  must  ordinarily  decline. 
Certainly  it  must  be  of  less  significance  relative  to  the  price  of  the 
land^  and  must^  therefore^  count  less  as  an  inducement  to  speculative 
valuation.  As  increment  drops  lower  in  the  calculation  of  landowners^ 
a  more  insistent  emphasis  is  thrown  upon  operating  returns.  The 
owners  then  require  more  efficient  farming.  Only  those  operators  may 
run  farms  who  can  make  them  pay. 

Efficient  farming  is^  after  all^  more  important  than  the  prevalence  of 
operators  of  a  particular  tenure  designation.  The  rising  price  of  land 
brings  a  test  of  efficiency  more  and  more  strongly  to  bear^  and  operates 
with  striking  indifference  to  the  mode  of  tenure.  If  owning  operators 
can  meet  that  test  more  successfully  than  operators  who  hire  their 
land^  the  survival  of  operating  ownership  is  assured.  But  whether  the 
survivors  be  owners  or  tenants  we  may  be  certain  that  they  must  be 
high-grade  farmers.  From  many  points  of  view  that  is  a  more  im- 
portant and  desirable  development. 
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By  C.  W.  Thompson 
United  States  Department  of  Agriculture 

This  paper  will  discuss  briefly  the  causes  and  steps  leading  up 
to  the  enactment  of  the  federal  rural  credits  law  of  July,  I9I69 
the  apparent  intent  of  Congress  in  providing  for  two  distinct 
farm-mortgage  banking  systems,  the  provisions  made  for  safe- 
guarding the  proper  granting  of  farm-mortgage  credit,  the  means 
adopted  for  creating  a  form  of  security  that  will  find  ready  access 
to  the  investment  market,  and  finally  the  more  important  benefits 
that  may  reasonably  be  expected  as  a  result  of  the  new  system. 

Fundamental  changes  in  American  agriculture  had  been  going 
on  for  many  years  prior  to  the  agitation  for  federal  rural  credits 
legislation.  The  western  frontier  with  its  free  lands  had  all  but 
disappeared.  Growth  of  population  had  led  to  increasing  de- 
mands upon  existing  agricultural  areas.  The  relatively  extensive 
types  of  farming  were  rapidly  giving  way  to  more  intensive  sys- 
tems. Increasing  land  values  called  for  larger  amounts  of  capital 
invested  in  land  while  the  more  intensive  systems  of  farming  made 
necessary  a  large  increase  in  working  capital.  Coincident  with 
these  changes,  there  was  in  general  a  falling  off  in  the  actual  rate 
of  earnings  on  capital  invested  in  farms.  The  returns  from  capi- 
tal in  the  more  highly  developed  agricultural  regions  were  espe- 
cially low.  The  fact  that  the  earnings  of  farm  capital  did  not 
appear  sufficient  to  pay  the  prevailing  interest  rates  and  com- 
missions called  special  attention  to  the  inadequacy  of  existing 
rural  credit  facilities. 

In  the  search  for  remedial  action  it  was  natural  that  inquiry 
should  be  made  regarding  improvement  in  rural  credit  facilities  in 
the  older  agricultural  countries  of  Europe.  Especially  significant 
in  this  direction  was  the  action  taken  at  the  conference  of  the 
Southern  Commercial  Congress  at  Nashville,  Tennessee,  in  April, 
1912,  when  it  was  determined  to  send  a  representative  body  from 
the  various  states,  later  known  as  the  American  Commission,  to 
investigate  the  subject  in  European  countries.  In  March,  1913, 
President  Wilson  gave  further  impetus  to  this  movement  by  ap- 
pointing, for  a  similar  purpose,  the  United  States  Commission. 
These  two  commissions  sailed  for  Europe  in  April,  1913,  and 
jointly  collected  a  considerable  amount  of  valuable  information, 
which  was  largely  embodied  in  Senate  Documents  No.  214,  261, 
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and  380,  Sixty-third  Congress.  Senate  Document  No.  S80  ako 
contained  a  draft  of  a  proposed  rural  credit  law  which  was  intro- 
duced into  Congress  as  the  formal  recommendation  of  the  commis- 
sion under  the  name  of  the  Moss-Fletcher,  or  Commission,  Bill. 
This  bill  authorized  the  establishment  under  federal  supervision  of 
relatively  small  and  independent  joint-stock  land  banks  which 
were  intended  to  make  loans  direct  to  farmers  on  first-mortgage 
security  and  issue  bonds  based  on  such  mortgages  as  collateral 
and  on  their  capital  stock.  As  originally  proposed,  these  land 
banks  might  be  organized  with  a  minimum  capital  stock  of  $10,- 
000,  but  this  minimum  was  later  raised  to  $100,000. 

While  information  and  suggestions  were  thus  being  supplied 
to  Congress  with  the  aid  of  studies  conducted  in  Europe,  the 
Secretary  of  Agriculture  inaugurated  an  investigation  of  exist- 
ing rural  credit  conditions  and  facilities  in  the  United  States. 
The  results  of  this  investigation  were  embodied  partly  in  bul- 
letins issued  by  the  Department,  partly  in  the  annual  reports 
of  the  Secretary,  and  partly  in  hearings  before  the  Congressional 
Committees  on  Banking  and  Currency.  These  results  were  also 
utilized  in  informal  cooperation  with  members  of  these  committees. 

The  Congressional  Committees  on  Banking  and  Currency  con- 
ducted extensive  hearings  on  both  mortgage  and  personal  farm 
credit  during  the  years  1913  and  1914  and  again  in  the  fall  of 
1915.  As  a  result  of  the  work  of  these  committees,  there  was 
formulated  and  introduced  into  Congress  what  became  known  as 
the  Hollis-Bulkley,  or  Committee,  Bill.  This  bill  provided  for  not 
less  than  five  regional  federal  land  banks,  each  allotted  its  own 
exclusive  territory.  Farmers  desiring  loans  from  such  land  banks 
were  not  to  obtain  the  loans  direct,  but  would  be  compelled  to 
become  members  of  local  farm-loan  associations  through  which  the 
loans  would  be  obtained  from  the  federal  land  banks.  Mainly  be- 
cause of  disagreement  in  Congress  with  reference  to  the  matter  of 
federal  aid  in  providing  rural  credit  facilities,  the  whole  subject 
was  referred  to  a  joint  congressional  committee  on  rural  credits 
in  the  spring  of  1915.  This  joint  committee  agreed  upon  a  bill  on 
January  3,  1916,  which  bill  underwent  certain  changes  at  the 
hands  of  conferees  appointed  by  both  houses  and  was  then  passed 
by  the  House  June  27,  by  the  Senate  June  S8,  and  was  approved 
by  the  President  July  17, 1916.  The  present  law,  as  thus  enacted, 
provides  for  a  federal  land-bank  system  embodying  the  leading 
features  of  the  Committee  Bill  and  also  authorizes  joint-stock 
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land  banks,  conforming  in  the  main  to  the  provisions  of  the  Com- 
mission BilL  Inasmuch  as  recogntion  is  given  to  these  two  dis- 
tinct land-bank  systems,  the  law  has  sometimes  been  characterized 
as  a  compromise. 

Compare  briefly  the  two  classes  of  banks  provided  for  in  the 
present  law.  The  joint-stock  land  banks  are  independent  joint- 
stock  companies  with  a  minimum  capital  of  $250,000,  each  oper- 
ating in  not  more  than  two  states,  and  entirely  dependent  upon 
private  investors  for  subscriptions  to  its  capital.  The  federal 
land  banks  are  interrelated  regional  institutions,  twelve  in  num- 
ber, each  allotted  an  area  prescribed  by  the  Federal  Farm  Loan 
Board.  Their  prompt  organization  is  assured  by  the  provision 
that  the  federal  treasury  shall  subscribe  what  is  necessary  to  fur- 
nish the  minimum  $760,000  capital  stock  for  each,  if  private  in- 
vestors do  not  take  up  the  stock  within  thirty  days  after  the 
subscription  books  are  opened.  The  farmer  within  the  territory 
of  a  joint-stock  land  bank  will  have  direct  access  to  that  bank, 
just  as  he  has  to  existing  banks  or  mortgage  companies.  To  ob- 
tain a  loan  from  a  federal  land  bank,  however,  the  farmer  will  be 
compelled,  during  the  first  year  at  least,  to  become  a  member  of 
a  local  farm-loan  association.  In  the  case  of  a  joint-stock  land 
bank,  no  restriction  is  placed  on  the  absolute  amount  of  a  loan 
nor  on  the  purpose  for  which  the  proceeds  of  a  loan  may  be  used. 
A  federal  land  bank,  on  the  other  hand,  will  not  be  permitted  to 
make  a  loan  in  excess  of  $10,000  nor  for  purposes  other  than 
those  specified  in  the  act. 

The  character  of  the  business  to  be  done  by  joint-stock  land 
banks  and  federal  land  banks  will  be  similar,  however,  in  a  number 
of  respects.  All  loans  must  be  made  on  first-mortgage  security. 
No  loan  may  exceed  60  per  cent  of  the  appraised  value  of  the 
farm  land  and  20  per  cent  of  the  value  of  the  permanent  insured 
improvements.  Loans  must  run  for  a  period  of  not  less  than  five 
nor  more  than  forty  years  and  be  repayable  in  equal  annual  or 
semi-annual  installments,  so  calculated  that  the  debt  will  be  ex- 
tinguished at  the  end  of  the  period.  Loans  must  have  an  interest 
rate  not  exceeding  6  per  cent  and  not  exceeding  by  more  than  1 
per  cent  the  interest  rate  on  the  latest  bond  issue.  Apart  from 
the  sale  of  capital  stock,  both  kinds  of  land  banks  will  raise  their 
money  from  the  sale  of  bonds  secured  by  farm  mortgages  and 
having  a  rate  of  interest  not  exceeding  5  per  cent.  All  land  banks 
organized  under  the  act  will  be  under  the  general  supervision  of 
the  Federal  Farm  Loan  Board  of  the  Treasury  Department. 
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In  making  provision  for  these  two  systems  of  land  banks  it  was 
apparently  the  intent  of  Congress  to  meet  two  distinct  credit  needs 
among  farmers.  One  way  to  improve  credit  conditions  is  to  im- 
prove the  security  on  which  credit  is  based;  but  even  with  good 
security  it  is  necessary  to  put  the  credit  obligations  into  suitable 
form  and  market  them  to  advantage.  Some  farmers  are  already 
in  a  position  to  furnish  satisfactory  security,  while  others  are 
greatly  in  need  of  improvement  in  this  respect.  The  federal  land- 
bank  system,  with  its  local  farm-loan  associations,  is  designed  for 
those  farmers  who  are  in  need  of  improvement  in  their  security  as 
weU  as  in  the  form  of  their  credit  obligations  and  the  facilities  for 
marketing  them.  The  joint-stock  land  banks  are  intended  for 
such  farmers  as  are  able  to  furnish  adequate  security  and  are 
interested  in  obtaining  loans  on  better  terms  with  as  few  restric- 
tions as  possible.  A  clear  understanding  of  the  distinction  here 
drawn  between  the  two  classes  of  farmers  must  be  kept  in  mind  in 
order  to  appreciate  the  purpose  of  providing  for  two  distinct 
land-bank  systems. 

In  attempting  constructive  action  for  the  benefit  of  the  two 
classes  of  farmers  here  referred  to,  the  most  difficult  problems 
were  naturally  presented  in  the  case  of  those  who  were  in  need  of 
improvement  in  their  security  as  well  as  in  the  form  of  their 
credit  obligations  and  the  facilities  for  marketing  them.  Large 
numbers  of  farmers  are  thus  situated,  however,  especially  in  the 
South  and  West,  and  the  high  interest  rates  and  conmiissions 
which  these  farmers  have  been  compelled  to  pay  on  such  loans  as 
they  have  been  able  to  obtain  made  it  imperative  that  they  be 
given  special  consideration.  It  was  felt  that  if  legislation  were 
to  be  justified  at  all  it  should  apply  to  those  in  greatest  need. 
Even  in  the  case  of  these  farmers,  it  was  at  no  time  contemplated 
to  encourage  the  extension  of  credit  without  adequate  security. 
The  main  question  was  to  determine  ways  and  means  by  which 
such  farmers  could  furnish  such  improved  security  as  would  en- 
title them  to  credit  on  a  sound  investment  basis. 

In  the  discussion  looking  toward  the  solution  of  this  problem 
there  was  manifested  a  demand  for  varying  degrees  of  government 
aid.  The  most  direct  proposals  for  government  aid  involved  the 
making  of  loans  direct  to  farmers  from  government  funds  at  a 
very  low  rate  of  interest.  This  issue,  which  reached  its  climax  in 
the  McCumber  Amendment  as  passed  by  the  House  in  the  spring 
of  1915,  led,  as  already  stated,  to  the  appointment  of  a  joint  con- 
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gressional  committee  on  rural  credits  and  to  the  postponement  of 
legislation  imtil  the  next  Congress. 

In  the  law  as  finally  enacted  in  1916,  the  principle  was  definitely 
accepted  that  the  relation  of  the  federal  government  to  the  system 
should  be  that  of  encouraging  and  assisting  in  the  establishment 
of  the  necessary  land-bank  facilities  and  in  supervising  the  same ; 
and  that,  aside  from  such  assistance^  as  might  be  necessary  in 
perfecting  the  machinery,  as  hereinafter  explained,  the  govern- 
ment's cash  or  credit  should  not  be  utilized  for  the  improvement 
of  farm  credit.  How,  then,  was  improvement  in  the  security  of 
farmers  who  needed  such  improvement  to  be  effected? 

The  answer  to  this  question  is  found  in  the  adoption  of  the 
principle  that  the  farmers  themselves,  through  a  degree  of  col- 
lective endorsement  or  guarantee,  would  be  enabled  to  supply  the 
necessary  improvement  in  their  security.  In  other  words,  col- 
lective liability,  as  applied  in  the  leading  rural  credit  systems  of 
Europe  but  modified  to  meet  as  nearly  as  practicable  the  dispo- 
sition and  situation  of  the  American  farmer,  was  made  an  essential 
feature  of  the  new  system.  The  form  of  machinery  designed  to 
accomplish  this  is  seen  in  the  farm-loan  association,  which  was 
made  an  integral  part  of  the  federal  land-bank  system.  The  only 
alternative  to  the  local  farm-loan  association,  namely,  the  local 
agent,  provides  the  same  degree  of  added  guarantee  or  endorse- 
ment from  a  responsible  and  acceptable  third  party  and  thereby 
insures  a  corresponding  degree  of  improvement  in  the  farmer's 
security. 

It  has  been  noted  that  one  of  the  important  distinctions  be- 
tween the  joint-stock  land  banks  and  the  federal  land-bank  sys- 
tem lies  in  the  fact  that  the  prompt  establishment  of  the  latter  is 
assured,  insismuch  as  government  funds  will  be  drawn  upon,  if 
necessary,  to  supply  the  initial  capital,  whereas  the  organization 
of  the  joint-stock  land  banks  must  await  the  initiative  of  private 
investors.  This  distinction  was  based  on  the  assumption  that 
private  initiative  could  in  general  be  relied  upon  to  establish  such 
land  banks  as  would  meet  the  requirements  of  farmers  who  as  indi- 
viduals were  in  a  position  to  furnish  adequate  security  for  their 
loons.  On  the  other  hand,  the  relatively  more  difficult  situation 
which  the  federal  land-bank  system  was  designed  to  meet  made  it 
seem  highly  improbable  that  the  necessary  private  capital  would 
be  forthcoming  to  inaugurate  the  system,  and  provision  for  the 
u«e  of  government  funds  in  perfecting  this  machinery  was  there- 
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fore  made  in  a  manner  similar  to  that  which  insured  the  prompt 
establishment  of  the  federal  reserve  banks. 

It  now  appears  likely  that  such  joint-stock  land  banks  as  may  be 
organized  under  the  act  will  be  located  for  the  most  part  in  the 
more  highly  developed  areas  where  a  profitable  volume  of  loans 
from  farmers  with  adequate  security  may  be  expected.  On  the 
other  hand,  the  present  demand  for  information  regarding  loans 
from  federal  land  banks  and  the  organization  of  local  farm-loan 
associations  comes  mainly  from  the  South  and  West,  where  the 
need  for  improvement  in  the  farmer's  security  is  most  apparent. 

Another  important  distinction  also  noted  between  the  joint- 
stock  and  federal  land-bank  systems  consists  in  the  fact  that 
farmers  who  individually  possess  adequate  security  will  have  direct 
access  to  a  joint-stock  land  bank  just  as  they  now  do  in  the  case 
of  an  ordinary  bank  or  mortgage  company,  whereas  farmers  need- 
ing improvement  in  their  security  will  be  obliged  to  obtain  this 
through  membership  in,  and  the  endorsement  of,  a  farm-loan  as- 
sociation or,  under  certain  conditions,  the  equivalent  guarantee 
from  an  agent.  In  general,  it  may  be  stated  that  all  the  main 
problems  confronted  in  the  work  of  joint-stock  land  banks  are 
also  present  in  the  case  of  federal  land  banks;  but  the  federal 
land  banks,  in  addition,  are  confronted  with  problems  in  connec- 
tion with  the  improvement  of  the  farmer's  security.  Practically 
all  the  problems  involved  in  the  provisions  of  the  present  law  arise 
either  in  safeguarding  the  proper  granting  of  farm-mortgage 
credit  or  in  providing  the  form  of  security  needed  to  reach  the 
investment  market. 

Consider  first  the  matter  of  safeguarding  the  proper  granting 
of  farm-mortgage  credit.  There  undoubtedly  will  be  room  for 
differences  of  opinion  regarding  the  propriety  of  the  provisions 
bearing  on  this  as  applied  to  the  joint-stock  and  federal  land 
banks.  For  the  farmer  with  adequate  security,  the  door  to  a 
joint-stock  land  bank,  if  there  is  one  in  his  territory,  is  left  wide 
open.  He  may  borrow  as  much  as  the  bank  cares  to  lend  him, 
subject  only  to  the  relation  fixed  between  the  loan  and  the  under- 
lying security.  He  may  also  use  the  money  for  any  purpose  he 
desires.  The  latter  provision  has  been  criticized  on  the  ground 
that  it  will  lend  encouragement  to  speculative  loan  business*  On 
the  other  hand,  it  is  to  be  noted  that  the  organization  and  man- 
agement of  joint-stock  land  banks  will  be  similar  in  many  respects 
to  that  of  existing  national  banks,  whose  loans  are  likewise  in  large 
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measure  free  from  legislative  restriction  as  to  amount  or  purpose. 
Moreover,  inasmuch  as  the  inauguration  of  joint-stock  land  banks 
is  left  entirely  to  private  initiative  and  private  capital,  the  ques- 
tion which  appears  uppermost  for  such  institutions  is  to  insure 
their  safety  as  bond-issuing  institutions,  just  as  federal  incorpo- 
ration and  supervision  aim  to  insure  a  high  degree  of  safety  in 
the  case  of  national  banks. 

The  question  becomes  quite  diflPerent  in  the  case  of  the  federal 
land-bank  system.  Here  it  is  undertaken  to  establish  improved 
farm-mortgage  credit  facilities  for  the  benefit  of  the  farmers  in 
greatest  need  in  all  sections  of  the  country ;  and  to  this  end  pro- 
vision is  made  for  twelve  regional  land  banks,  each  with  a  minimum 
capital  of  $750,000,  the  entire  amount  of  which  will,  if  necessary, 
be  subscribed  from  funds  in  the  federal  treasury.  Clearly,  the  use 
of  public  funds  thus  proposed  must  rest  on  the  performance  of  a 
recognized  public  service,  such  as  the  general  improvement  of 
American  agriculture,  and  cannot  be  countenanced  if,  through 
lending  encouragement  to  a  speculative  loan  business,  it  fails  to 
perform  such  service.  Where  assistance  is  thus  given  by  the 
federal  government  in  the  establishment  of  improved  credit 
facilities,  it  may  rightly  be  assumed  that  such  restrictions  should 
be  applied  as  will  lead  to  g^ieral  agricultural  improvement.  As 
a  matter  of  fact,  all  provisions  and  restrictions  that  may  thus  be 
applied  to  credit  extension  in  the  interest  of  general  agricultural 
improvement  are,  broadly  speaking,  subordinate  to  the  one  prin- 
ciple of  "safety  first"  in  farming.  Thus  the  restriction  of  loans 
to  productive  farm  use  is  essentially  a  far-reaching  means  of  pre- 
venting unwise  use  of  farm  capital.  Stated  another  way,  pre- 
vention as  applied  to  speculative  or  unprofitable  uses  of  farm 
capital  is  an  essential  feature  of  safe  farming.  If  the  losses  due 
to  unwise  uses  of  farm  credit  could  be  estimated,  they  would  run 
far  into  the  millions.  A  reduction  in  such  losses  through  intelli- 
gent prevention  is  one  of  the  greatest  needs  of  farm  credit.  The 
need  for  such  prevention  becomes  all  the  more  important  as  the 
amount  of  capital  per  farm  increases. 

The  extent  to  which  the  use  of  farm  credit  is  misdirected  varies 
among  farmers  in  different  sections.  Generally  speaking,  farmers 
in  the  more  highly  developed  agricultural  areas  are  applying  the 
**safety  first'*  principle  more  than  those  in  the  other  sections, 
partly  because  they  generally  possess  a  better  knowledge  of  farm- 
ing requirements  and  partly  because  these  areas  are  ordinarily 
favored  by  natural  conditions. 
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"Safety  first"  implies  adopting  the  best  system  of  fanning  for 
a  given  locality,  and  it  also  implies  adopting  the  b^t  methods  in 
carrying  on  the  processes  of  the  best  system.  The  specific  changes 
needed  thus  to  prevent  imnecessary  losses  and  to  increase  and 
stabilize  earning  power  may  be  brought  about  partly  by  the  ad- 
dition  of  capital  for  improvements  such  as  live  stock,  improved 
machinery,  or  drainage ;  partly  by  the  addition  of  land  in  order 
to  make  the  size  of  the  farm  unit  the  most  profitable ;  and  partly 
by  paying  off  an  old  debt  that  involves  a  high  rate  of  iiiterest 
and  unsuitable  terms  of  repayment.  The  changes  needed  cannot 
be  brought  about  by  encouraging  the  purchase  of  land  at  inflated 
prices,  out  of  the  range  of  its  earning  power. 

In  the  determination  of  the  wise  uses  of  farm  credit,  the  counsel 
and  guidance  of  a  voluntary  local  association  of  farmer  borrowers 
may  be  especially  valuable.  The  progressive  farmer,  who  is  in- 
terested in  the  use  of  productive  credit,  should  not  hesitate  to  seek 
such  assistance.  Fear  of  publicity  in  such  matters  is  perhaps  well 
founded  so  far  as  it  involves  consumptive  credit.  On  the  other 
hand,  when  credit  is  sought  for  productive  use,  the  farmers  should 
rather  take  pride  in  having  it  made  known.  What  has  thus  been 
accomplished  with  the  aid  of  credit  and  supervisory  committees 
in  the  Raiffeisen  and  Landschaf  t  societies  of  Europe  is  a  matter  of 
common  knowledge.  No  less  significant  is  the  work  of  local  build- 
ing and  loan  associations  in  relation  to  home  building  in  the 
United  States.  In  all  of  these  the  proper  granting  of  credit  is 
carefully  safeguarded  and  important  services  are  performed  which, 
without  the  aid  of  associated  action,  would  have  to  be  performed 
by  other  agencies  at  added  expense. 

Particularly  in  those  cases  where  improvement  in  the  security 
is  needed,  it  is  important  that  the  extension  of  farm-mortgage 
credit  should  be  not  only  properly  safeguarded  but  economically 
administered.  The  services  of  the  local  farm-loan  association 
contribute  directly  toward  both  of  these  objects.  Its  loan  com- 
mittee supplies  without  charge  an  appraisal  of  the  lands  offered 
as  security.  This  committee  also  serves  as  a  check  in  restricting 
loans  to  the  objects  permitted  under  the  law.  The  secretary- 
treasurer  of  the  association  performs  important  services  by  trans- 
mitting approved  applications  and  the  necessary  papers  to  the 
federal  land  bank,  by  handling  all  the  funds,  and  by  carrying  on 
the  necessary  correspondence.  He  is  also  required  by  law  to 
ascertain  whether  borrowers  use  the  proceeds  of  their  loans  in  the 
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maimer  specified  in  their  application  blanks  and  to  report  thereon 
to  the  federal  land  bank. 

Each  member  individually  subscribes  for  stock  in  the  associa- 
tion equal  to  5  per  cent  of  the  face  of  his  loan.  The  association 
in  turn  subscribes  for  an  equivalent  amount  of  stock  in  the  federal 
land  bank.  This  6  per  cent  stock  subscription  of  the  borrower  is 
paid  back  to  him  at  the  maturity  of  his  loan  and  is  therefore  not 
in  the  nature  of  an  extra  charge  or  bonus.  It  is  primarily  a 
guarantee  deposit  which,  together  with  the  additional  liability  of 
the  stockholders  for  an  equal  amount,  improves  the  security  for 
the  members'  loans.  At  the  same  time,  the  stock  also  serves  as  an 
investment  paying  such  dividends  as  may  be  declared.  The  ser- 
vices thus  performed  by  a  farm-loan  association,  including  the 
selection  of  loans  and  the  appraisal  furnished  for  the  underlying 
security,  the  transmittal  of  blanks  and  forms  to  the  land  bank, 
the  handling  of  funds,  the  guarantee  added  by  means  of  the  double 
liability  of  the  capital  stock,  and  the  attention  given  to  the  up- 
keep of  the  loans,  all  conduce  to  the  proper  and  economical  grant- 
ing of  credit  by  the  federal  land  bank.  And  the  federal  land  bank 
is  enabled  further  to  safeguard  the  proper  selection  of  loans  with 
the  aid  of  the  reports  of  a  salaried  government  appraiser. 

In  connection  with  the  discussion  of  the  proper  granting  of 
credit  by  federal  land  banks,  it  should  be  stated  that  these  banks 
were  designed  for  farmers  and  not  for  capitalistic  owners  of  farm 
lands.  There  may  be  a  diflPerence  of  opinion  as  to  the  interpreta- 
tion of  the  requirement  that  a  borrower  must  be  engaged,  or  about 
to  be  engaged,  ^^in  the  cultivation  of  the  farm  mortgaged." 
A  ruling  by  the  Federal  Farm  Loan  Board  will  undoubtedly  be 
necessary  to  interpret  this  provision.  One  interpretation  would 
be  that  the  farm  owner,  regardless  of  his  residence,  who  shares  the 
hazards  of  the  business  with  the  man  who  operates  the  farm,  will 
be  entitled  to  a  loan,  but  that  the  owner  whose  farm  is  solely  an 
investment,  yielding  a  fixed  or  stipulated  return  in  money  or 
products,  could  not  qualify  as  a  borrower  from  a  federal  land 
bank.  Another  interpretation  would  be  that  only  those  farm 
owners  who  operate  their  farms,  with  or  without  hired  help,  and 
who  therefore  assume  all  the  risks  connected  with  the  business,  are 
entitled  to  loans  under  the  act.  This  would  bar  out  all  farm  land 
operated  by  tenants  whether  on  a  share  or  a  cash  rental  basis.  The 
former  interpretation  would  undoubtedly  enable  the  federal  land 
banks  to  obtain  a  much  larger  volume  of  standard  loans  and  thus 
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give  assurance  of  the  financial  success  of  these  institutions.  On 
the  other  hand,  the  latter  interpretation  would  conform  more 
nearly  with  the  popular  interpretation  of  the  act  and  would  give 
impetus  to  a  transfer  of  ownership  in  farm  land  to  actual  farm 
operators. 

There  is  still  a  further  consideration  that  deserves  careful  at- 
tention in  a  proper  development  of  long-time  farm-mortgage 
credit.  The  farmer  is  in  need  of  such  terms  of  repayment  as  will 
enable  him  gradually  to  extinguish  his  debt  out  of  the  earnings 
of  the  farm  itself.  The  Federal  Farm  Loan  Act  makes  specific 
provision  for  this  by  requiring  that  all  loans  made  under  the  law 
must  contain  the  amortization  feature,  that  is,  they  must  be  re- 
payable in  equal  annual  or  semi-annual  instalments,  so  calculated 
that  the  loan  is  paid  at  the  end  of  the  period.  This  provision  has 
been  criticized  on  the  general  ground  that  it  is  too  severe  and  that 
the  farmers  do  not  want  it. 

If  the  provisions  regarding  the  compulsory  repayment  of  loans 
in  periodic  instalments  were  as  rigid  as  some  writers  assume,  the 
terms  undoubtedly  would  be  deserving  of  adverse  criticism.  How- 
ever, a  careful  reading  of  these  provisions  shows  that  the  bor- 
rower is  given  a  very  wide  range  of  choice  with  reference  to  the 
manner  of  repayment.  If  the  term  of  the  loan  is  made  forty 
years,  the  annual  payment  required  for  interest  and  principal  ex- 
ceeds what  the  interest  alone  would  be  by  less  than  one  per  cent 
of  the  principal.  With  the  lower  interest  rate,  this  annual  pay- 
ment would  probably  be  less  than  the  interest  and  commission 
charges  now  paid  on  similar  loans  nmning  through  to  the  end  of 
the  term  without  any  reduction  of  the  principal.  And  it  is  not 
necessary  to  allow  the  loan  to  run  for  the  full  term,  since  any 
borrower  under  the  act  has  the  privilege,  after  five  years,  of  pay- 
ing off^  the  ^itire  debt  on  any  interest  date,  or  of  making  any 
payment  that  he  may  wish,  in  multiples  of  $S6,  in  addition  to  the 
required  amortization  payment.  This  means  that  any  loan  under 
the  act  running  for  more  than  five  years,  does  so  at  the  option  of 
the  borrower.  Again,  the  amortization  requirement  is  criticized 
on  the  ground  that  it  gradually  reduces  the  amount  of  capital  at 
the  farmer's  command,  whereas  the  capital  actually  needed  con- 
stantly increases  with  the  development  of  farming.  The  general 
increase  in  farm-mortgage  indebtedness  is  also  cited  as  indicative 
of  the  farmer's  need.  As  stated  earlier  in  this  paper,  it  is  true 
that  the  farmer  is  in  need  of  increasing  amounts  of  capitaL    And 


Digitized  by  VjOOQIC 


iUi. 


The  Federal  Farm  Loam,  Act  125 

there  is  no  reason  why  a  borrower  under  the  act  may  not  ask  for 
a  reappraisal  after  the  loan  has  run  a  few  years,  and  renew  or 
increase  his  loan.  In  fact,  it  is  assumed  that  renewals  or  increases 
in  loans  will  be  made,  as  they  may  be  warranted  by  improvement 
in  the  security  or  by  other  changes  in  conditions. 

In  further  criticism  of  the  amortization  feature  it  is  contended 
that  the  farmer  seeks  credit,  like  other  business  men,  because  he 
can  make  borrowed  money  earn  more  than  he  pays  in  interest  and 
that  he  should  therefore  be  allowed  the  continued  and  uninter- 
rupted use  of  capital  and  not  be  compelled  to  repay  it  in  small 
driblets.  In  reply  to  this  argument  it  may  be  said  that  the  pay- 
ment required  on  the  principal,  which,  as  already  stated,  is  very 
small,  may  be  thought  of  as  a  desirable  stimulus  to  thrift  for  the 
average  farmer,  rather  than  as  a  disadvantage.  Moreover,  one 
of  the  most  difficult  problems  involved  in  the  attempt  to  furnish 
the  farmer  with  a  long-time  loan  at  a  low  rate  of  interest  is  to 
insure  the  maintenance  of  a  standard  imderlying  security  through- 
out the  period  of  the  loan.  The  necessity  of  adequately  protect- 
ing such  security  in  order  to  meet  the  requirement  of  the  invest- 
ment market  makes  the  amortization  requirement  seemingly  im- 
perative in  the  case  of  long-time  farm-mortgage  loans. 

The  case  would  be  entirely  different  if  the  loans  under  consider- 
ation were  to  run  for  relatively  short  periods  of  time — say  from 
one  to  five  years.  For  such  loans  a  proper  standard  could  un- 
doubtedly be  maintained  without  the  amortization  feature.  This 
also  suggests  that  the  Federal  Farm  Loan  Act,  in  its  aim  to 
supply  improved  facilities  for  farm-mortgage  credit,  is  incomplete 
to  the  extent  that  it  makes  no  provision  for  farm-mortgage  loans 
of  less  than  five  years. 

For  the  present,  the  task  of  establishing  a  nation-wide  system 
under  the  existing  limitations  is  doubtless  all  that  should  be  at- 
tempted. In  time,  however,  it  is  to  be  hoped  that  farm-mortgage 
loans  of  from  one  to  five  years  may  also  be  included  within  the 
scope  of  work  contemplated  under  the  law. 

There  is  one  provision  in  the  act  which  makes  it  the  duty  of 
the  Farm  Loan  Commission  to  study  the  various  state  laws  relat- 
ing to  land  titles,  foreclosures,  homestead  exemptions,  and  other 
matters  affecting  mortgage  securities.  The  purpose  of  this  study 
is  to  determine  whether  such  laws  afford  adequate  safeguards  to 
loans  under  the  act.  The  federal  board  is  empowered  to  declare 
mortgages  ineligible  whenever  the  state  laws  are  deemed  to  afford 
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insufficient  protection.  This  provision  should  exercise  a  desirable 
influence  toward  promoting  uniformity  and  standardization  in 
state  laws  affecting  farm-mortgage  securities. 

A  review  of  the  foregoing  discussion  with  reference  to  safeguard- 
ing the  proper  granting  of  farm-mortgage  credit  makes  it  ap- 
parent that  all  the  questions  raised  are  essentially  questions  of 
standardization.  The  provisions  affecting  the  granting  of  credit 
all  aim  to  insure  a  standard  security  for  such  credit  extension. 
Thus,  the  restrictions  placed  on  the  purpose  and  the  amount  of 
loans  from  federal  land  banks,  the  means  utilized  to  promote  eco- 
nomical administration  with  the  aid  of  services  from  tiie  farm-loan 
associations,  the  provision  for  amortization  payments  on  loans, 
the  requirements  for  reserve  funds  and  for  the  subscription  by 
borrowers  to  capital  stock,  and  the  provision  concerning  state 
legislation,  all  aid  in  the  standardization  of  the  credit  granted 
under  this  act- 

Consider  next  the  matter  of  providing  the  form  of  security 
needed  to  reach  the  investment  market.  Here,  again,  the  ques- 
tions involved  are  essentially  questions  of  standardization.  Under 
the  prevailing  practice  in  the  farm-mortgage  loan  business  in  the 
United  States,  the  original  farm  mortgage  and  note  are  sold  to 
the  investor.  The  latter  is  thereby  subjected  to  certain  disad- 
vantages, since  he  must  either  have  personal  knowledge  of  all  the 
essential  circumstances  affecting  the  security  in  question  or  he 
must  rely  upon  a  third  party  for  information  or  protection.  If 
he  depends  upon  his  own  acquaintance  with  the  conditions  in- 
volved, he  must  have  intimate  knowledge  of  the  farm  mortgaged, 
must  be  assured  of  the  validity  of  the  land  title,  and  must  give 
attention  to  the  upkeep  of  payments  for  taxes  and  insurance. 
And  he  accepts  the  responsibility  of  dealing  with  any  irregularity 
that  may  arise  in  payments  of  interest  or  principal.  A  consider- 
able part  of  the  farm-mortgage  loans  in  the  United  States  are 
held  by  investors  of  this  class.  On  the  other  hand,  where  the  in- 
vestor does  not  have  the  necessary  knowledge  of  the  circumstances 
affecting  the  safety  of  a  given  mortgage  loan  and  is  compelled  to 
rely  upon  the  representation  or  guarantee  of  a  third  party,  such 
as  a  mortgage  company  or  a  mortgage  bank,  he  must  have  knowl- 
edge regarding  the  reliability  of  the  particular  mortgage  company 
or  mortgage  bank.  And  while  many  of  these  institutions  have 
established  a  reputation  for  reliability,  it  is  often  difficult  for  an 
investor  to  discriminate  between  those  that  make  reliable  repre- 
sentations and  those  that  do  not.     Moreover,  the  investor  who 
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purchases  an  original  mortgage  and  note  often  finds  it  difficult  to 
obtain  a  mortgage  for  just  the  amount  which  he  desires  to  invest; 
or  the  period  of  time  for  which  the  mortgage  is  made  may  be  too 
short  or  too  long;  or  the  prompt  payment  of  the  interest  may  not 
be  assured  to  his  satisfaction. 

Such  considerations  as  these  have  emphasized  the  importance  of 
establishing  institutions  capable  of  assembling  farm  mortgages, 
carefuDy  selected  according  to  reliable  standards,  and,  on  the 
basis  of  such  mortgages  as  collateral,  of  issuing  bonds  in  con- 
venient denominations,  running  for  suitable  periods  of  time,  and 
with  convenient  and  reliable  means  for  the  collection  of  payments 
for  interest  and  principal.  As  long  as  the  investor  purchases  the 
original  mortgage  and  note  without  the  guarantee  of  a  third  party, 
he  theoretically  buys  on  inspection,  whereas  the  purchase  of  a 
farm-loan  bond  means  buying  on  grade.  This  difference  between 
buying  on  inspection  and  buying  on  grade  is  a  very  significant 
one.  Its  application  is  familiar  in  many  of  our  marketing  prob- 
lems. The  change  from  buying  on  inspection  to  buying  on  grade, 
however,  necessitates  the  promulgation  of  clearly  defined  and  re- 
liable standards.  A  buyer  of  wheat,  for  example,  would  want  to 
inspect  personally  the  particular  grain  offered  for  sale  unless  it 
represented  a  uniform  product  which  could  be  adequately  de- 
scribed to  him  by  means  of  a  designated  grade  and  imless  he  had 
satisfactory  assurance  that  the  particular  grain  actually  con- 
formed to  the  grade  designated.  However,  having  given  these 
conditions  it  is  obvious  that  the  buyer  would  much  prefer  buying 
on  grade  because  it  would  save  him  considerable  trouble  and  in- 
convenience. 

The  same  considerations  apply  in  the  case  of  farm  mortgages. 
Being  offered  a  farm-mortgage  security  conforming  to  a  definite 
uniform  standard  and  being  offered  satisfactory  assurance  or 
guarantee  that  the  security  conforms  to  the  standard  designated, 
the  investor  would  undoubtedly  prefer  such  security  because  it 
would  save  him  the  trouble  and  inconvenience  of  investigating  the 
various  conditions  and  circumstances  affecting  the  original  mort- 
gage and  note. 

Before  proper  assurance  can  be  given  the  investor,  however,  in 
regard  to  the  quality  of  farm-mortgage  securities  sold  on  grade, 
as  in  the  case  of  farm-loan  bonds,  there  are  important  consider- 
ations to  be  met. 

There  is  still  a  vivid  recollection  in  the  minds  of  many  people, 
and  especially  of  individual  investors  and  savings  institutions  in 
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the  New  England  and  North  Atlantic  states,  of  the  disastrous 
history  of  more  than  160  institutions  which  undertook  to  sell 
debentures  based  on  farm  mortgages  in  this  country  during  the 
later  eighties  and  early  nineties.  The  tragic  ending  of  these 
companies  is  regarded  by  some  of  our  present-day  writers  as  a 
final  argument  against  the  proposal  to  encourage  the  establish- 
ment of  farm  land  banks. 

However,  the  causes  for  the  failure  of  those  early  debenture 
companies  are  of  such  a  character  that  they  can  be  successfully 
avoided  under  a  system  of  land  banks  properly  organized  £uid 
supervised.  The  checkered  career  of  our  early  banks  and  insur- 
ance companies  was  in  many  respects  equally  disheartening,  but 
the  experience  thus  gained  formed  the  basis  for  the  successful 
inauguration  of  government  regulation  as  applied  to  such  institu- 
tions. Similarly,  important  safeguards  have  been  provided  for 
the  land  banks  under  the  Federal  Farm  Loan  Act  to  prevent  a 
recurrence  of  those  conditions  which  led  to  failure  in  the  early 
debenture  companies.  Attention  has  already  been  called  to  these 
safeguards  as  applied  to  the  granting  of  credit  under  the  act. 
Such  provisions  should  lead  to  the  careful  selection  of  standard 
mortgage  securities  and  render  impossible  the  use  of  boom  esti- 
mates in  land  values,  which  assisted  in  undermining  the  earlier 
companies.  Attention  has  also  been  called  to  the  provisions  for 
capital  stock  which,  with  the  accumulations  required  for  a  reserve, 
should  constitute  an  adequate  protection  fund.  No  federal  land 
bank  will  be  permitted  to  issue  bonds  in  excess  of  twenty  times  the 
amount  of  its  capital  and  surplus,  while  no  joint-stock  land  bank 
may  issue  bonds  in  excess  of  fifteen  times  its  capital  and  surplus. 
These  provisions,  which  are  based  on  the  approved  practice  of  the 
leading  bond-issuing  institutions  of  Europe,  were  entirely  lacking 
in  the  early  debenture  companies. 

One  of  the  greatest  evils  connected  with  the  practices  of  the 
early  debenture  companies  was  the  tendency  constantly  to  sub- 
stitute inferior  mortgages  for  collateral  securities  withdrawn. 
Careful  provision  has  been  made  with  a  view  to  preventing  any 
such  tendency  under  the  new  law.  The  appraisal  system  already 
described  and  the  various  provisions  restricting  the  granting  of 
credit  aim  to  insure  the  selection  of  standard  mortgage  securities 
by  the  land  banks,  and  the  provisions  bearing  on  the  duties  of  the 
government  registrar  or  trustee  are  designed  to  guard  against  any 
improper  substitution  of  mortgages  held  as  collateral. 

Finally,  the  early  debenture  companies  were  subject  to  no  in- 
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spection  or  supervision  under  state  or  federal  law,  whereas  the 
land  banks  under  the  new  law  will  be  safeguarded  by  a  careful 
system  of  federal  inspection  and  supervision.     The  general  ad- 
ministration of  the  law  is  vested  in  the  Federal  Farm  Loan  Board 
of  the  Treasury  Department,  which  is  charged  with  the  duty  of 
designating  the  land  bank  districts  and  cities,  appointing  a  tem- 
porary board  of  directors  for  each  of  the  federal  land  banks,  and 
certain  permanent  officials,  including  bank  examiners,  appraisers, 
and  registrars.    Even  after  the  federal  land  banks  are  ready  for 
permanent  organization,  having  received  subscriptions  for  their 
stock  from  farm-loan  associations  amounting  to  not  less  than 
$100,000,  the  federal  board  appoints  three  of  the  nine  directors 
for  each  such  bank,  while  the  associations  of  borrowers  elect  the 
remaining  six  members.     It  is  evident  that  very  grave  responsi- 
bility is  thus  placed  upon  the  Federal  Farm  Loan  Board  and 
that  the  success  of  the  new  system  will  depend  in  large  part  upon 
how  ably  and  efficiently  the  board  performs  its  duties.     One  of 
the  most  vital  elements  for  success  will  be  the  fitness  and  energy 
of  the  men  who  are  placed  at  the  head  of  each  of  the  land  banks. 
Only  active,  experienced,  and  efficient  men  will  be  able  properly  to 
develop  the  business  of  these  institutions.     Such  men  must  under- 
stand fully  the  needs  and  interests  of  farm  borrowers  and  estab- 
lish such  contact  as  will  enable  worthy  farmers  to  take  advantage 
of  the  new  system  without  being  subjected  to  serious  delay;  and 
at  the  same  time  they  must  understand  and  apply  the  rigorous 
standards  of  a  sound  and  enduring  business  policy  and  thus  be 
able  to  develop  and  maintain  institutions  for  standard  investment 
securities.     Not  only  will  the  appointments  made  by  the  federal 
board  be  of  the  highest  importance,  in  this  connection,  but  an 
equally  critical  choice  will  be  made  later  when  the  farm-loan  as- 
sociations themselves  elect  two-thirds  of  the  managing  bodies  for 
the  federal  land  banks.     Will  these  farm-loan  associations  make 
their  choices  in  keeping  with  the  requirements  of  the  duties  and 
responsibilities  involved?    Will  they  place  above  all  other  inter- 
ests the  considerations  of  efficient  administration  and  the  mainte- 
nance of  uniformly  high  business  standards?     Will  they  be  far- 
sighted  enough  unfailingly  to  place  the  broad  business  interests  of 
the  federal  land  bank  above  what  in  some  circumstances  of  severe 
pressure  might  appear  to  be  the  immediate  interests  of  the  bor- 
rowers themselves?    Here,  again,  the  supervising  function  of  the 
Federal  Farm  Loan  Board  must  necessarily  play  an  important 
part  in  the  successful  development  of  the  land  bank. 
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However  ably  and  well  the  managing  bodies  of  each  of  the 
federal  land  banks  perform  their  duties,  the  results  of  their  work 
will  depend  largely  upon  the  kind  of  support  given  by  the  local 
farm-loan  associations.  And  here  it  seems  clear  that  if  the  new 
system  is  to  be  taken  advantage  of  by  those  farmers  who  are 
worthy  of  and  in  need  of  improved  credit  and  for  whose  benefit 
the  law  is  primarily  designed,  there  will  be  need  of  systematic  and 
thorough  missionary  or  educational  work.  It  will  be  no  small 
task  to  bring  to  farmers  generally  a  proper  understanding  and 
appreciation  of  just  what  the  new  system  aims  to  do  and  what  it 
does  not  undertake  to  do  for  the  farmer. 

The  Federal  Loan  Board  realizes  the  importance  of  educational 
work  in  this  connection  and  is  arranging  for  the  active  coopera- 
tion of  the  federal  Department  of  Agriculture  and  of  the  exten- 
sion workers  in  the  several  states  for  this  purpose. 

What  then  may  reasonably  be  expected  under  the  new  system? 
The  borrower,  especially  in  the  South  and  West,  who  qualifies 
under  the  act  will  undoubtedly  obtain  a  mortgage  loan  at  a  materi- 
ally reduced  rate  of  interest.  Borrowers  generally  in  all  parts  of 
the  country  will  have  better  access  to  a  long-time  mortgage  loan 
afi^ording  convenient  terms  of  repayment.  Moreover,  they  will 
have  a  dependable  source  to  which  they  may  turn  at  all  times  and 
be  reasonably  assured  of  obtaining  such  credit  as  their  security 
justifies.  To  many  borrowers  it  will  seem  no  small  advantage  to 
claim  such  accommodation  as  a  right  without  being  compelled  to 
beg  for  it. 

.  In  addition  to  obtaining  advantages  directly  connected  with  the 
loan  itself,  the  borrower  is  confronted  with  a  practical  demonstra- 
tion of  the  advantages  of  teamwork  in  his  relations  with  the  farm- 
loan  association.  Having  foimd  that  cooperative  effort  actually 
assists  him  to  improve  his  credit,  he  acquires  a  new  confidence  in 
the  value  of  cooperation  in  its  relation  to  the  promotion  of  other 
interests.  At  the  same  time,  he  experiences  a  wholesome  stimulus 
to  thrift  in  the  requirement  that  he  periodically  reduce  in  some 
measure  the  debt  he  owes  to  the  land  bank.  Many  borrowers  will 
also  be  greatly  assisted  in  their  efforts  to  acquire  ownership  of 
farm  homes.  The  tenant  or  other  landless  man  who  has  accumu- 
lated some  savings  should  be  enabled  to  arrange  for  the  purchase 
of  a  farm  by  paying  a  part  of  the  purchase  price  and  meeting  the 
balance  partly  with  a  first-mortgage  loan  under  the  act  and  partly 
with  a  second  mortgage  either  to  the  vendor  or  to  a  third  party. 
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In  mentioning  this  possibility  it  may  not  be  out  of  place  to  give 
warning  against  extravagant  hopes  for  the  elimination  of  farm 
tenancy.  The  existence  of  the  tenant  farmer  in  an  agricultural 
economy  rests  on  far  deeper  foundations  than  the  one  question  as 
to  what  credit  facilities  are  available. 

There  are  also  benefits  to  the  investor.  He  will  have  ready  ac- 
cess to  a  standard  form  of  security  issued  in  conveni^it  denomi- 
nations of  $26,  $60,  $100,  $600,  and  $1000.  The  opportunity 
and  inducement  for  smaller  savings  than  the  minimum  $S6  bond 
is  also  provided.  Each  farm-loan  association  is  permitted  to  re- 
ceive current  deposits,  giving  therefor  certificates  bearing  interest 
at  not  to  exceed  4  per  cent  per  annum  and  running  for  not  longer 
than  one  year.  These  certificates  are  convertible  into  land-bank 
bonds  when  presented  to  the  federal  land  bank  of  the  district  in 
amounts  of  $26  or  any  multiple  thereof. 

There  is  one  provision  in  the  law  that  has  been  criticized  be- 
cause it  contemplates  under  certain  conditions  the  temporary 
deposit  of  funds  from  the  Treasury  in  a  federal  land  bank.  Such 
deposits,  however,  if  made,  would  not  be  different  from  those  now 
actually  placed  by  the  federal  Treasury  in  existing  banks.  In 
any  case,  the  Secretary  of  the  Treasury  is  authorized  to  use  his 
discretion  in  making  such  deposits  and  satisfactory  security  must 
be  given  by  the  federal  land  bank.  The  law  provides  that  these 
deposits  must  not  exceed  $6,000,000  in  the  aggregate  at  any  one 
time,  and  that  the  interest  rate  paid  thereon  by  the  banks  must 
not  exceed  the  interest  charged  for  other  government  deposits. 

Much  more  important  than  the  provision  for  government  de- 
posits, from  the  standpoint  of  both  the  borrower  and  the  investor, 
is  the  provision  in  the  act  by  which  all  mortgages  accepted  and 
bonds  issued  under  the  law,  and  incomes  derived  therefrom,  and 
also  the  capital,  surplus,  and  income  of  the  federal  land  banks 
and  the  local  loan  associations,  are  exempt  from  federal,  state, 
municipal,  and  local  taxation.  This  exemption  will  make  the 
farm-loan  bonds  especially  attractive  to  investors  and  will  assist 
in  reducing  considerably  the  interest  rate  charged  the  borrower. 

In  conclusion  it  may  be  stated  that  the  benefits  to  be  expected 
from  the  new  system  will  be  mainly  the  result  of  standardization 
as  applied  to  the  credit  granted  under  the  act  and  to  the  form  of 
security  placed  on  the  market.  The  success  of  the  new  system 
win  depend  upon  how  satisfactory  a  standard  for  farm-mortgage 
credit  is  established  and  upon  how  well  this  standard  is  maintained 
by  the  land  banks  and  the  federal  supervisory  authorities. 
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Kingman  N.  Robins: — ^Mr.  Thompson's  paper  is  the  most  accept- 
able exposition  of  the  intent  of  the  Federal  Farm  Loan  Act  that  I 
have  seen.  It  is  to  be  regretted  that  so  few  public  utterances  on  the 
subject  of  rural  credits  have  been  so  free  of  misapprehension  and  mis- 
representation of  existing  conditions  in  rural  finance^  or  so  appreciative 
of  the  real  requirements  of  the  situation. 

There  are  many  statements  in  Mr.  Thompson's  paper  which  I  should 
like  to  emphasize — few  that  I  should  question.  There  are  some  con- 
siderations^ however^  that  occur  to  me  which  I  do  not  find  suggested 
in  his  presentation  of  the  subject. 

Since  time  forbids  more  than  a  mere  suggestion  of  these  points^  I 
have  taken  the  liberty  of  analyzing  the  act  with  a  view  to  stating 
categorically  the  underlying  principles  on  which  it  is  based.  I  have 
undertaken  to  classify  these  principles  as  "constructive"  and  "destruc- 
tive" for  lack  of  better  terms.  Such  a  classification  must  rest  entirely 
on  individual  opinion^  for  the  act  is  not  yet  operative^  and  consideration 
of  it>  therefore^  must  be  theoretical.  I  take  it^  however^  that  there  will 
be  more  or  less  general  agreement  or  disagreement  with  the  classifica- 
tion^ depending  on  the  social  philosophy  and  economic  beliefs  of  each 
man  who  judges  it.  Obviously  there  is  not  time  here  to  argue  economic 
or  sociological  theories — I  can  merely  state  the  case  and  leave  the 
argument  to  you. 

I  state  the  destructive  factors  first: 

1.  The  element  of  special  privilege  is  fundamental  to  the  act,  in  its 
provisions:  (a)  For  the  exemption  of  the  securities  issued  by  the 
federal  land  banks  from  all  taxation.  By  this  provision  the  farmer's 
obligation  is  granted  a  differential  of  as  much  as  2  per  cent  per  ^innnm 
in  such  states  as  Ohio  over  the  obligation  of  any  other  class  in  the  com- 
munity. The  burden  of  taxation  of  which  the  farmer  is  thus  relieved 
is  obviously  shifted  to  other  classes  of  the  population,  (b)  For  the 
-  payment  out  of  the  public  treasury  of  the  small  army  of  officials  and 
employees  provided  for  under  the  act.  (c)  For  the  use  of  an  indefinite 
period  of  public  funds  without  interest  to  capitalize  the  banks,  (d) 
For  the  substitution  of  the  credit  of  the  United  States  government  for 
farm  credit  in  so  far  as  the  unthinking  public  is  led  to  believe  thai 
bonds  termed  in  the  act  "instrumentalities  of  the  government  of  the 
United  States"  are  actually  the  obligation  of  the  government,  and  in 
so  far  as  the  United  States  government  may  feel  called  upon  to  make 
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good  the  obligation  thus  implied,  in  case  of  loss  on  the  actual  security. 

2.  Economic  law  is  violated  hy  the  provisions  for:  (a)  Restrict- 
ing the  loaning  operations  of  the  joint-stock  banks  in  arbitrary  geogra- 
phical limits.  This  ignores  a  fundamental  principle  of  investment  sell- 
ing, namely,  that  an  agency  manned  by  men  of  good  reputation  in  their 
own  community  can  command  much  greater  confidence  than  an  equally 
reliable  agency  in  another  conmiunity.  The  law,  however,  forbids  the 
utilization  of  this  principle  in  the  organization  of  well  managed  joint- 
stock  banks  in  the  great  money  markets  of  the  country  to  loan  wherever 
there  is  delband  for  their  funds.  California  can  borrow  only  through 
local  channels  instead  of  directly  from  Chicago,  (b)  Fixing  the 
maximum  interest  rate  by  statute.  The  law  of  supply  and  demand 
will  control  the  rate  in  any  event,  and  a  fixed  maximum  may  conceiv- 
ably render  the  act  inoperative  in  the  communities  most  in  need  of 
increased  facilities.  The  experience  of  the  states  with  usury  laws  is 
evidence  of  this  contention,  (c)  Joint  guarantees,  putting  good,  bad, 
and  indifferent  securities  in  the  same  category,  penalizing  the  good  for 
the  advantage  of  the  inferior. 

5.  The  act  recognizes,  although,  in  our  own  judgment,  it  does  not 
taxation  from  the  former  to  other  classes  of  the  population;  (b)  the 
dilution  of  government  credit;  (c)  the  erection  of  a  new  bureaucratic 
system  without  civil  service  or  other  hindrance  to  political  exploitation ; 
(d)  the  inflationary  tendency  of  the  act  with  regard  to  land  values, 
— a  potent  element  in  raising  living  costs. 

4.  The  act  fails  to  serve  its  purpose  in  the  following  particulars 
among  others:  (a)  Restrictions  on  loaning  are  such  that  only  about 
52  per  cent  of  the  farmers  of  the  United  States  can  qualify  as  bor- 
rowers, (b)  This  52  per  cent  constitutes  that  element  of  the  farmers 
already  best  taken  care  of  by  existing  agencies — no  provision  is  made 
for  farmers  who  have  not  already  security  for  double  the  amount  of 
the  loan  asked  for.  The  landless  man,  the  tenant,  the  farmer  and  the 
farmer's  son  with  small  savings,  who  want  to  establish  themselves  on 
the  land,  are  not  served  by  the  new  machinery,  (c)  There  is  no 
provision  for  the  straight-term  type  of  loan  now  most  in  vogue  with 
farmers.  The  amortized  loan  is  compulsory.  Experience  in  the 
United  States  has  not  evidenced  a  demand  among  farmers  for  the 
amortized  loan.  They  prefer  a  loan  carrying  privilege  of  prepajrment 
in  whole  or  in  part,  but  without  mandatory  repayments,  so  that  they 
can  pay  according  to  the  season.  Why  should  a  farmer  who  is  a 
business  man^  and  who  makes  his  borrowed  money  earn  him  more  than 
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the  interest  he  pays^  want  to  be  compelled  to  return  his  loan  in  driblets^ 
leaving  his  chief  source  of  credit^  his  farm^  encumbered  meanwhile? 
Surely  the  farmer  who  makes  such  use  of  borrowed  capital  is  to  be 
encouraged  and  represents  a  type  of  farming  ability  far  higher  and 
more  to  be  desired  than  the  farmer  who^  to  save  his  farm^  must  get 
out  of  debt  because  he  cannot  earn  current  interest  on  his  investment^ 
whether  his  investment  be  his  own  money  or  borrowed  money.  To 
argue  that  the  system  is  necessary  because  farmers  cannot  make  their 
land  investment  earn  adequate  interest  is  simply  to  demonstrate  that 
the  valuation  of  the  land  is  too  high.  It  will  not  help  matters  to  in- 
stall a  system  which  provides  for  the  continuance  of  such  inflation, 
(d)  There  is  no  adequate  provision  in  the  act  for  extending  interest 
and  principal  payments  in  seasons  of  failure^  and  for  financing  slow 
payments.  It  is  a  common  experience  of  farm-mortgage  bankers 
operating  in  the  newer  regions  to  advance  to  holders  of  mortgages  in 
behalf  of  borrowers  50  to  75  per  cent  of  interest  as  it  falls  due^  and  to 
carry  these  payments  and  principal  items  as  well^  sometimes  for  as 
much  as  two  years,  where  they  know  that  the  default  is  due  to  mis- 
fortune and  not  to  negligence  or  failure. 

5.  The  act  attempts  to  create  a  governmental  monopoly  of  farm- 
credit  l)anking,  on  a  foundation  of  special  privilege,  (a)  The  pro- 
visions under  which  private  enterprise  can  operate  under  the  act  are 
so  discouraging  and  discriminatory  in  favor  of  the  federal  farm  land 
banks  that  experienced  farm-mortgage  bankers  generally  agree  that 
they  cannot  safely  venture,  especially  as  the  law  specifically  forbids 
the  joint  conduct  by  the  same  management  of  a  private  mortgage  bank- 
ing business  and  a  joint-stock  land  bank,  (b)  Owing  to  the  element 
of  special  privilege  supporting  the  federal  farm-loan  banks  and  joint- 
stock  banks,  their  efficiency  as  economical  and  comprehensive  rural- 
credit  agencies  can  never  be  compared  on  a  fair  basis  with  private 
agencies.  As  Mr.  George  £.  Putnam  says  in  the  December  number 
of  the  American  Economic  Review,  "This  action  [discrimination  be- 
tween federal  land  banks  and  joint-stock  banks]  was  in  virtual  re- 
cognition of  the  superior  efficiency  of  private  enterprise  when  given 
an  equal  opportunity.  It  is  inconceivable  why  the  opportunity  should 
have  been  withheld." 

Turning  to  the  pleasanter  aspect  of  the  subject  we  find  the  following 
constructive  principles: 

1.  Farm  land  security  is  publicly  recognized  on  a  basis  of  its  in- 
trinsic worth. 
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2.  Public  supervision  of  farm-mortgage  banks  is  provided,  putting 
this  form  of  banking  on  a  plane  with  commercial  banking. 

3.  Pressure  is  brought  to  bear  on  the  states  to  enact  proper  title 
and  collection  laws. 

4.  Provision  is  made  for  a  standardized  form  of  security  that  may 
command  public  confidence  and  that  may  be  approved  by  the  market 
for  its  convenience  and  known  stability. 

5.  The  act  recognizes,  although,  in  our  own  judgment,  it  does  not 
properly  provide  for,  the  right  and  advantage  of  cooperative  credit 
arrangements  among  farmers. 

6.  Appraisal  of  land  is  to  be  based  on  the  earning  power  of  the 
land  appraised.  Adherence  to  this  principle  would  do  more  than  any 
other  provision  of  the  act  to  check  inflation  of  land  values,  and  would 
operate  the  more  advantageously  because  of  the  other  provisions  of 
the  act  encouraging  inflation. 

Jamjbs  B.  Morhan. — Mr.  Thompson's  paper  gives  a  review  of  the 
main  provisions  of  the  Federal  Farm  Loan  Act  which  was  signed 
by  the  President  and  became  effective  on  July  17,  1916.  In  discussing 
this  paper  I  shall  confine  my  remarks  almost  entirely  to  a  few  economic 
problems  which  are  raised  therein. 

1.  TiiH)  kinds  of  land  banks.  When  it  comes  to  a  discussion  of  the 
intent  of  Congress  in  providing  two  systems  of  land  banks,  there  is 
room  for  a  wide  difference  of  opinion.  This  act  as  it  now  stands  was 
a  compromise  between  two  widely  divergent  bills  passed  by  the  Senate 
and  by  the  House  of  Representatives.  When  these  two  bills  went  to 
conference,  the  conferees  after  a  struggle  finally  agreed  upon  the  act 
in  its  present  form. 

Congress  as  a  whole  had  little  to  do  with  this  measure  except  to 
vote  upon  it.  The  credit  for  the  act  is  due  to  the  influence  of  only 
a  few  men  who  were  able  to  exert  sufficient  control  over  the  Joint 
Committee  on  Rural  Credits  to  have  incorporated  into  the  act  certain 
well-known  policies  relating  to  farm-mortgage  credit.  While  one  in- 
sisted on  having  a  cooperative  system  of  borrowers,  the  other  insisted 
on  a  capitalistic  system  of  lenders.  The  former  is  expressed  in  the 
federal  land  banks  .which  can  do  business  in  farm-mortgage  loans 
with  national  farm-loan  associations  only;  the  latter  is  expressed 
in  the  joint-stock  land  banks  which  can  make  loans  to  individuals. 

This  law  provides  for  a  system  of  mortgage  credit  only.  It  is  im- 
plied in  the  paper  under  discussion  that  the  two  kinds  of  land  banks 
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deal  with  two  classes  of  farmers  on  a  different  credit  basis.  Thus 
farmers  who  deal  with  joint-stock  land  banks  are  said  to  be  able  ''to 
fnmish  adequate  security  for  their  loans/'  while  those  farmers  who 
procure  loans  of  the  federal  land  banks  through  their  national  farm- 
loan  associations  are  said  to  be  "greatly  in  need  of  improvement  in  thia 
respect."  In  other  words^  the  two  bases  of  mortgage  credit  here  im- 
plied are  adequate  security  and  inadequate  security  for  loans. 

I  know  of  no  such  difference  in  credit  basis  expressed  or  implied  in 
the  Federal  Farm  Loan  Act.  Loans  made  by  the  two  kinds  of  mort- 
gage banks  are  precisely  the  same  so  far  as  the  security  basis  is  con- 
cerned^ namely^  the  appraised  value  of  farm  lands.  Loans  are  to  be 
made  up  to  50  per  cent  of  the  appraised  value  of  the  land  offered  as 
security  for  a  loan^  and  the  final  and  determining  appraisement  is  that 
made  by  the  same  government  appraiser  who  serves  both  kinds  of 
bank  operating  in  the  same  district.  There  is  neither  greater  risk  nor 
greater  advantage  with  either  kind  of  land  bank.  The  security  re- 
quired is  adequate  to  meet  the  demands  of  the  investment  market  for 
safe  credit  instruments  based  on  first  mortgages  on  farm  lands.  No 
farmer  can  borrow  of  either  kind  of  land  bank  who  can  not  thus 
furnish  adequate  security  for  his  loan. 

2.  The  proper  gramiing  of  farm-mortgage  credit.  The  author  of 
the  paper  under  discussion  maintains  that  "practically  all  the  problems 
involved  in  the  provisions  of  the  present  law  arise  either  in  safeguard- 
ing the  proper  granting  of  farm-mortgage  credit  or  in  providing  the 
form  of  security  needed  to  reach  the  investment  market." 

Among  the  problems  thus  raised  are  the  economical  administration 
of  the  national  farm-loan  associations^  the  duties  pertaining  to  the 
offices  of  secretary-treasurer  and  loan  committee^  and  the  liability  as- 
sumed in  becoming  a  member  of  a  national  farm-loan  association. 

In  discussing  these  problems  it  should  be  remembered  that  the  Fed- 
eral Farm  Loan  Act  is  an  attempt  to  adapt  European  experience  to 
American  farm  conditions.  The  mortgage  and  bond-selling  features 
are  derived  from  the  German  Landschaften^  a  system  of  cooperative 
farm-mortgage  credit  associations.  But  the  restrictions  on  mortgage 
loans  laid  upon  borrowers  who  are  members  of  national  farm-loan  as- 
sociations are  not  Landschaften  at  all.  The  same  is  true  with  refer- 
ence to  the  organization  and  management  of  the  local  loan  associations. 
They  follow  closely  the  Raiffeisen  cooperative  societies  which  make 
short-time  loans  to  their  members.  But  these  loans  are  secured  by 
notes  with  two  or  more  endorsers  and  not  by  farm  mortgages. 
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Now  this  combination  of  short-time  with  long-time  principles  may 
be  especially  adapted  to  American  rural  conditions  in  certain  parts  of 
the  country  and  among  certain  classes  of  farmers.  It  may  result 
in  the  development  of  a  more  pronounced  cooperative  spirit  among 
fanners  in  this  country — a  result  much  to  be  desired  for  the  economic 
welfare  of  rural  communities. 

At  the  same  time  it  must  be  recognized  that  this  is  an  experiment 
in  rural  credits  which  may  or  may  not  prove  adaptable  to  American 
conditions.  The  comparatively  large  size  of  the  average  farm  makes 
the  organization  and  operation  of  a  national  farm-loan  association  in 
many  parts  of  the  country  a  problem  not  easy  of  solution.  As  pointed 
out  by  Mr.  Thompson^  the  problems  raised  relate  to  financing  associa- 
tions^ the  territory  they  cover,  the  duties  of  the  secretary-treasurer, 
and  the  supervision  over  the  expenditure  of  loans.  These  problems 
can  doubtless  be  met,  however,  if  they  are  fully  realized  at  the  be- 

gifmjfig, 

Following  the  principles  of  Raiffeisen  societies,  the  successful  fi- 
nancing of  farm-loan  associations  can  best  be  accomplished  by  as 
much  gratuitous  service  of  members  as  possible.  Neither  the  gov- 
ernment nor  the  federal  land  banks  will  furnish  the  money  to  pay 
the  running  expenses  of  an  association.  Whatever  expense  has  to 
be  incurred  must  come  out  of  the  pockets  of  the  members ;  so  that,  for 
the  economical  administration  of  a  farm-loan  association,  it  will  be 
advisable  for  members  to  render  whatever  service  they  can  without 
compensation.  Mr.  Thompson  cites  in  illustration  the  service  of  the 
kMui  committee  which  "supplies  without  charge  an  appraisal  of  the 
lands  offered  as  security,"  though  the  land  allows  the  reasonable  ex- 
penses of  the  loan  committee  to  be  paid  out  of  the  funds  of  the 
association. 

The  question  of  membership  and  the  extent  of  territory  within  which 
an  asociation  will  do  business  is  another  problem  raised  as  a  result 
of  granting  farm-mortgage  credit.  The  large  size  of  the  average 
American  farm,  equaling  198  acres  for  the  whole  country,  a  knowledge 
of  the  character  and  solvency  of  members,  and  the  supervision  over 
the  use  of  loans  by  borrowers  should  necessarily  limit  the  extent  of 
territory  of  an  association  in  order  to  keep  down  expenses.  Such 
limitation  is  in  accordance  with  Raiffeisen  principles.  With  a  limited 
territory,  a  small  membership,  and  largely  gratuitous  service,  the  share 
of  the  expenses  of  an  association  need  not  be  much  for  each  member 
to  bear. 
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On  the  problem  of  the  duties  of  the  secretary-treasurer,  Mr.  Thomp- 
son says: 

The  secretary-treasurer  of  the  association  performs  important  services  by 
transmitting  approved  applications  and  the  necessary  papers  to  the  federal 
land  bank,  by  handling  all  the  fmids,  and  by  carrying  on  the  necessary  cor- 
respondence. He  is  also  required  by  law  to  ascertain  whether  borrowers  use 
the  proceeds  of  their  loans  in  the  manner  specified  in  their  application  blanks, 
and  to  report  thereon  to  the  federal  land  bank. 

With  all  these  duties  and  others  required  of  the  secretary-treasurer, 
the  question  of  providing  for  his  salary  permitted  by  law  will  prob- 
ably be  one  of  the  hardest  to  answer.  The  main  expense  of  national 
farm-loan  associations  will  doubtless  be  this  officer's  salary.  The 
duties  imposed  upon  him  will  require  more  time  than  he  could  in 
many  cases  afford  to  render  without  pay,  unless  the  association  is 
very  small  and  confined  to  a  very  limited  territory.  Many  of  the  duties 
attached  to  this  office  as  provided  by  the  Farm  Loan  Act  are  per- 
formed by  the  members  of  the  Raiffeisen  society  without  compensation, 
as  an  element  in  cooperative  organization  and  for  the  mutual  protection 
and  financial  benefit  of  members.  The  character  and  solvency  of  each 
person  are  well  known  before  he  is  admitted  to  membership,  supervision 
over  the  use  of  loans  is  done  by  the  neighbors  of  a  borrower,  and  the 
territory  within  which  a  Raiffeisen  society  operates  is  confined  to 
very  narrow  limits.  Morever,  many  of  these  societies  have  a  religious 
or  philanthropic  corp  of  officers  who  give  their  time  and  services 
freely;  a  member  may  offier  to  serve  as  secretary-treasurer  without 
pay;  and  the  use  of  a  room  in  a  member's  house  or  place  of  business 
may  be  accepted  at  a  merely  nominal  rental  where  the  business  of  the 
society  may  be  transacted.  In  short,  the  cooperative  spirit  of  mutual 
aid  and  service  is  so  pronounced  that  the  duties  of  the  secretary- 
treasurer  and  the  ei^penses  of  a  society  are  reduced  to  the  minimum. 

The  author  of  the  paper  under  discussion  has  called  attention  to 
these  problems.  They  have  not  been  raised  for  the  purpose  of  knock- 
ing them  down,  but  for  the  purpose  of  pointing  a  way  out  of  the  dif- 
ficulties which  the  act  itself  raises.  Many  of  these  incidental  features 
are  not  even  hinted  at  in  the  provisions  of  the  law.  They  are  there 
and  must  be  met  sooner  or  later,  because  of  the  principles  involved  in 
the  organization  of  national  farm-loan  associations  and  because  they 
will  involve  expenses  of  administration. 

As  a  matter  of  fact,  the  law  requires  of  the  secretary-treasurer  even 
larger  duties  than  those  enumerated  by  Mr.  Thompson.  In  addition 
to  supervision  over  the  expenditure  of  loans,  this  officer  is  required 
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"to  ascertain  and  report  to  said  bank  the  amount  of  any  delinquent  taxes 
on  land  mortgaged  to  said  bank  and  the  name  of  the  delinquent." 

Now  note  what  these  two  requirements  taken  together  demand  in  the 
way  of  service  on  the  part  of  the  secretary-treasurer.  He  must  know 
the  contents  of  each  member's  application  for  a  loan^  since  it  is  re- 
qnired  that  each  borrower  state  to  what  uses  his  loan  is  to  be  put. 
His  application  is  sent  to  the  federal  land  bank  of  the  district  and 
the  bank  keeps  it.  In  order  to  become  familiar  with  the  objects  named 
in  the  borrower's  application^  the  secretary-treasurer  should  keep  on 
hand  duplicates  of  all  applications  for  loans.  In  order  to  carry  out 
the  provisions  of  the  law  as  to  the  supervision  over  the  use  of  loans^  he 
must  visit  every  farm.  He  must  also  examine  the  tax  books  to  find 
oat  if  the  borrower's  taxes  have  been  paid.  The  law  requires  the  sec- 
retary-treasurer^ therefore^  to  exercise  constant  surveillance  over  the 
farms  and  over  the  activities  of  borrowers.  If  a  large  area  is  covered 
by  an  association^  these  duties  mean  the  spending  of  considerable  time. 
If  the  secretary-treasurer  has  to  be  paid  in  proportion  to  the  amount 
of  time  spent  under  these  circumstances^  his  remuneration  will  con- 
stitute a  problem  of  no  small  magnitude  to  the  officers  and  members  of 
a  national  farm-loan  association. 

Another  problem  which  arises  in  connection  with  making  mortgage 
loans  by  the  federal  land  banks  is  that  of  the  obligations  assumed  in 
becoming  a  member  of  a  local  association.  The  borrower  has  to  sub- 
scribe for  stock  in  the  association  to  the  amount  of  5  per  cent  of  his 
loan.  This  is  an  asset  or  investment.  But  in  addition  the  borrower 
assumes  a  liability  for  the  debts  of  the  association  to  the  amount  of 
5  per  cent  of  his  loan. 

On  this  point  I  am  inclined  to  take  issue  with  the  author  of  the 
paper^  who  maintains  that  the  5  per  cent  subscription  for  stock  by 
the  borrower  "is  not  in  the  nature  of  an  extra  charge  or  bonus^"  since 
he  says  that  "the  stock  serves  as  an  investment  paying  such  dividends 
as  may  be  declared." 

The  law  permits  the  borrower  two  ways  of  providing  for  this  stock 
subscription.  He  may  either  pay  cash  for  the  stock  at  the  time  he 
procures  a  loan^  or  he  may  borrow  from  the  federal  land  bank  "the 
sum  necessary  to  pay  for  shares  of  stock  subscribed  for  by  him  in  the 
national  farm-loan  association^  such  sum  to  be  made  a  part  of  the  face 
of  the  loan  and  paid  off  in  amortization  payments." 

Now^  if  the  borrower  pays  cash  for  his  stock  he  loses  the  use  of 
that  much  money  up  to  the  time  his  stock  begins  to  pay  him  dividends^ 
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however  long  or  short  that  may  be.  If  he  has  $100  invested  in  stocky 
the  use  of  that  sum  is  reasonably  worth  $6  a  year  at  any  ordinary 
business  rate  of  interest.  If  no  dividends  are  declared  the  first  year, 
the  rate  on  his  loan  is  practically  equivalent  to  a  commission  charge 
of  $6.  If  dividends  are  paid  after  the  first  year  but  do  not  equal 
the  average  rate  of  interest  on  business  capital,  his  commission  charge 
on  his  loan  will  be  less  than  it  was  the  first  year,  but  it  will  be  an 
amount  represented  by  the  difference  between  the  amount  of  his 
dividends  and  the  usual  rate  of  interest  for  the  use  of  business  capital. 

But  if  the  borrower  adopts  the  other  alternative  and  borrows  the 
stock  subscription  of  the  federal  land  bank,  having  it  added  to  the 
face  of  his  loan,  he  pays  interest  on  this  amount  of  money  without 
having  the  use  of  it  until  his  stock  holdings  begin  to  draw  dividends. 
In  either  case,  therefore,  the  requirement  that  a  borrower  shall  pur- 
chase stock  is  from  a  strict  economic  point  of  view  equivalent  to  a  com- 
mission charge  on  loans. 

This  raises  other  questions,  namely,  that  of  the  likelihood  of  a 
borrower  getting  dividends  on  his  stock  holdings  in  a  local  farm-loan 
association,  and  the  amount  he  is  likely  to  get. 

The  dividends  on  stock  held  by  farmers  in  their  associations  must 
be  derived  from  the  profits  of  the  federal  land  banks.  But  the  land 
banks  will  be  under  heavy  expenses  at  first  as  a  result  of  their  organ- 
ization. There  is  little  prospect  of  their  paying  dividends  on  stock 
for  the  first  year  and  perhaps  longer.  This  fact  is  well  recognized 
by  those  familiar  with  banking  experience.  Unless  associations  are 
formed  in  large  numbers  in  every  district,  and  unless  the  farm-loan 
bonds  sell  with  sufficient  readiness  to  provide  the  money  for  making 
mortgage  loans,  there  will  be  no  profits  to  provide  dividends. 

It  is  anticipated,  however,  that  the  federal  land  banks  will  become 
profitable  when  carrying  on  a  normal  farm-mortgage  business.  If 
dividends  are  declared  they  will  belong  to  the  associations  and  not  to 
the  individual  members  of  the  association.  These  dividends  must  first 
be  used  to  pay  the  expenses  of  the  association.  The  more  there  is 
spent  for  expenses,  the  less  there  will  be  to  divide  among  the  farmers 
as  stockholders. 

But  the  law  provides  for  building  up  a  reserve  fund  out  of  the 
net  earnings  of  national  farm-loan  associations.  Finally,  after  ex- 
penses are  paid  and  the  amount  has  been  set  aside  for  the  reserve 
fund,  it  is  optional  with  the  directors  of  an  association  whether 
dividends  shall  be  paid  to  shareholders  or  not.     The  prospects  of 
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borrowers  gettmg  dividends  soon  or  of  getting  any  sum  from  this 
scarce  are  more  or  less  uncertain. 

The  writer  of  the  paper  also  raises  the  question  as  to  what  con- 
stitutes a  "farmer,"  so  that  he  may  borrow  of  a  federal  land  bank. 
It  has  been  practically  decided  that  the  farm  owner  who  leases  his 
farm  to  a  tenant  on  a  cash  or  share  rental  basis  is  an  absentee  land- 
lord. As  such  he  could  not  become  a  member  of  a  local  association 
and  borrow  of  a  federal  land  bank.  He  could,  however,  borrow  of 
a  joint-stock  land  bank  and  thereby  reap  the  benefits  of  the  Farm 
Loan  Act  in  the  form  of  reduced  interest  rates,  long-time  loans,  and 
an  easy  method  of  repayment. 

The  farmer's  need  for  additional  capital  is  met  by  a  provision  of 
the  act.  Mr.  Thompson's  statement  on  this  point  is  not  so  emphatic 
as  it  might  be  made.  He  says:  "There  is  no  reason  why  a  borrower 
under  the  act  may  not  ask  for  a  reappraisal  after  the  loan  has  run 
a  few  years,  and  renew  or  increase  his  loan." 

The  law  says:  ''A  reappraisal  may  be  permitted  at  any  time  in 
the  discretion  of  the  federal  land  bank,  and  such  additional  loan  may 
be  granted  as  such  reappraisal  will  warrant  under  the  provisions  of 
this  paragraph."  It  is  expected,  therefore,  that  requests  for  reap- 
praisals will  be  made  and  that  increase  of  loans  will  be  granted  as 
borrowers  increase  the  value  of  their  security  by  the  productive  use  of 
the  capital  previously  borrowed. 

In  Mr.  Thompson's  opinion  the  success  of  the  federal  farm-loan 
system  will  depend  on  "the  fitness  and  energy  of  the  men  who  are 
placed  at  the  head  of  each  of  the  land  banks."  That  this  will  be  one 
of  the  most  vital  elements  for  their  successful  operation  can  not  be 
doubted.  But  there  is  a  still  more  fundamental  factor  of  success  than 
this,  namely,  the  organization  and  successful  management  of  national 
farm-loan  associations.  The  federal  land  banks  can  only  make  loans 
through  these  associations  and  through  agents.  The  latter  must  be 
some  "duly  incorporated  bank,  trust  company,  mortgage  company,  or 
savings  institution,  chartered  by  the  state  in  which  it  has  its  principal 
office."  But  no  agent  can  be  appointed  until  the  law  has  been  in 
effect  one  year,  and  there  are  other  reasons  which  make  this  provision 
inoperative. 

For  the  success  of  the  federal  land  banks,  therefore,  it  is  vitally 
important  that  numbers  of  farm-loan  associations  be  organized  in 
every  land-bank  district.  At  present  Mr.  Thompson  limits  the  general 
activity  in  organizing  these  associations  to  the  South  and  West.    This 
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being  the  case^  vast  sections  of  our  country  are  lacking  in  that  initiative 
which  is  absolutely  necesary  to  the  success  of  the  federal  land  banks 
in  those  districts.  As  the  farmers  become  better  acquainted  with  the 
prospective  benefits  which  might  come  to  them  through  this  system 
by  means  of  propaganda  carried  on  by  the  Federal  Farm  Loan  Board, 
the  organization  of  farm-loan  associations  may  be  accelerated  in  those 
districts  not  now  well  represented. 

S.  The  benefits  to  be  expected.  Now,  what  are  the  benefits  to 
be  expected  from  this  act.^  In  briefly  alluding  to  this  topic  I 
quite  agree  with  the  writer  of  the  paper  that  borrowers  may  expect 
farm-mortgage  loans  at  materially  reduced  rates  of  interest,  on 
long  time  ranging  from  five  to  forty  years,  on  easy  terms  of  repay- 
ment; a  dependable  source  of  obtaining  credit,  development  of  the 
cooperative  spirit,  encouragement  to  thrift,  removal  of  the  fear  of 
foreclosure,  and  the  raising  of  the  status  of  tenants  to  that  of  land- 
owning farmers. 

In  its  prospective  benefit  to  tenant  farmers,  however,  the  risks 
of  heavy  indebtedness,  of  taxation,  insurance,  lack  of  working  capital, 
and  of  other  burdens  which  accompany  land  ownership  should  not  be 
overlooked.  So  far  as  the  operation  of  the  farm-loan  act  is  con- 
cerned, Mr.  Thompson  declares  that  "it  may  not  be  out  of  place  to  give 
warning  against  extravagant  hopes  for  the  elimination  of  farm  tenancy. 
The  existence  of  the  tenant  farmer  in  an  agricultural  economy  rests 
on  far  deeper  foundations  than  the  one  question  as  to  what  credit 
facilities  are  available." 

.The  benefits  to  investors  may  be  stated  to  be  ready  access  to  a 
standard  form  of  security  in  convenient  denominations  and  the  en- 
couragement of  thrift  among  the  rural  population  whereby  their  small 
savings  may  be  ultimately  invested  in  tax-free  farm-loan  bonds. 

4.  Concluding  remarks.  Now,  let  us  look  the  land  bank  situation 
squarely  in  the  face  from  a  strictly  economic  point  of  view,  as  a  result 
of  Mr.  Thompson's  paper  and  this  disc«ission. 

For  the  granting  of  mortgage  credit  to  farmers,  the  joint-stock 
land  banks  would  seem  to  have  decided  advantages  over  the  federal 
land  banks.  The  latter  are  limited  to  twelve  in  number  in  the  begin- 
ning; but  any  federal  land  bank  may  establish  branches  within  its 
land  bank  district  subject  to  the  approval  of  the  Federal  Farm  Loan 
Board.  The  establishment  of  branch  federal  land  banks,  however, 
would  necessarily  depend  upon  the  growth  in  the  number  of  national 
farm-loan  associations  within  each  district. 
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Joint-stock  land  banks,  on  the  other  hand,  may  be  organized  in 
every  state;  there  is  no  limitation  as  to  the  nmnber  that  may  be  or- 
ganized if  the  farm-mortgage  business  warrants  an  increase  in  their 
number  and  if  they  offer  the  promise  of  profits  to  private  capital  by 
means  of  which  they  must  be  organized;  and  they  can  do  business 
within  the  state  in  which  each  bank  has  its  principal  office  and  in  one 
contigraous  state.  Joint-stock  land  banks,  therefore,  may  cover  the 
whole  country  in  any  number  to  meet  the  farm-loan  needs  of  the  dif- 
ferent localities.  This  is  a  decided  advantage  over  the  federal  land 
bank  system. 

From  the  standpoint  of  the  borrower,  the  joint-stock  land  banks 
offer  advantages  superior  to  those  of  the  federal  land  banks.  Mr. 
Thompson  points  out  that  "the  door  to  a  joint-stock  land  bank  is 
left  wide  open"  to  the  individual  farmer.  He  is  not  compelled  to  find 
nine  or  more  other  farmers  to  unite  with  him  in  order  to  get  a  loan;  he 
is  not  compelled  to  subscribe  for  share  capital  in  the  bank  making  him  a 
loan;  he  beard  no  responsibility  in  the  expense  of  running  the  joint- 
stock  land  bank ;  and  he  assumes  no  5  per  cent  liability  in  case  of  the 
bank  becoming  insolvent. 

Thus  the  individual  farmer  can  proceed  to  a  joint-stock  land  bank, 
procure  his  loan  on  precisely  the  same  terms  as  of  a  federal  land 
bank,  and  have  no  questions  asked  as  to  how  he  is  going  to  expend  his 
loan.  With  a  little  more  safeguard  thrown  around  the  use  of  loans 
made  by  joint-stock  land  banks,  they  could  be  made  splendid  institu- 
tions for  encouraging  a  serviceable  system  of  mortgage  credit  among 
farmers. 

In  like  manner,  if  the  federal  land  banks  were  so  organized  that 
they  offered  equal  or  superior  opportunity  to  individual  borrowers  as 
compared  with  joint-stock  land  banks,  the  success  of  this  government- 
supervised  farm-mortgage  system  would  be  assured  without  the  shadow 
of  a  doubt. 

In  the  operation  of  the  Federal  Farm  Loan  Act,  therefore,  is  pre- 
sented a  series  of  economic  and  social  problems  which  are  by  no  means 
difficult  of  solution.  With  these  problems  satisfactorily  solved,  the  act 
is  full  of  promise  for  correcting  a  wide  range  of  farm-mortgage  abuses 
and  for  bringing  great  benefits  to  farmers  throughout  the  United  States. 
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Do  THE  STATISTICS  OP  THE  CONCENTRATION  OF 

WEALTH  IN  THE  UNITED  STATES  MEAN  WHAT 

THEY  ARE  COMMONLY  ASSUMED  TO  MEAN? 

By  Allyn  a.  Young 
Cornell  University 

As  I  begin,  I  can  imagine  the  critic  asking:  "But  precisely 
what  are  the  statistics  of  the  concentration  of  wealth  in  the 
United  States  commonly  assumed  to  mean?  And  where  are  these 
statistics  and  what  are  they?"  Now  although  the  title  of  this 
paper  is  not  of  my  own  phrasing,  I  am  willing,  if  needs  be,  to 
defend  it.  We  are  a  long  way,  of  course,  from  knowing  at  all 
accurately  just  how  property  and  incomes  are  distributed  among 
the  twenty-one  million  or  more  families  of  this  country.  We  do 
not  even  know  whether  the  average  family  income  is  as  low  as 
$1200  or  as  high  as  $1600.  We  are  not  sure  whether  the  share 
of  the  aggregate  national  income  going  to  the  richest  2  per  cent 
of  our  families  is  more  nearly  a  fourth,  or  a  fifth,  or  a  sixth  of  the 
total.  The  poorest  half  of  our  families  may  possibly  get  a  fourth 
or  perhaps  three  tenths  of  the  national  dividend — ^just  what  the 
proportion  may  be  is  uncertain. 

The  picture  is  blurred,  but  its  general  outlines  are  nevertheless 
unmistakable.  We  are  reasonably  certain  that  such  full  knowledge 
as  we  might  gain  from  a  complete  and  accurate  census  of  incomes 
would  merely  give  precision  and  definiteness  to  our  impressions. 
There  would  be,  we  are  confident,  no  general  upsetting  of  the  no- 
tions we  have  already  formed  with  respect  to  the  state  of  things. 
Yet,  this  being  so,  the  wonder  is  that  most  of  us  seem  to  accept 
the  situation  with  a  large  measure  of  complacency.  If  it  is  true 
that  the  richest  10  per  cent  of  our  families  get  a  third,  or  any- 
thing like  a  third,  of  the  national  dividend,  and  that  the  poorest 
fourth  get  incomes  of  less  than  $600,  or  at  most  less  than  $700, 
per  family,  it  might  seem  that  we  should  not  have  to  look  further 
for  an  overwhelming  indictment  of  our  present  economic  system. 
Facts  like  these,  some  persons  allege,  must  spell  revolution. 

Very  likely  we  sometimes  find  it  easy  to  push  these  troublesome 
statistics  aside,  saying  to  ourselves  that  viewing  matters  relatively, 
rather  than  absolutely,  conditions  are  not  so  bad.  Greater  in- 
equalities than  these  have  existed  in  other  times  and  other  coun- 
tries. Despite  the  relatively  high  average  family  income  in  the 
United  States,  incomes  seem  to  be  distributed  here  with  rather 
less  inequality  than  in  some  of  the  other  great  industrial  nations. 
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In  Europe  one  must  go  to  the  relatively  poorer  nations,  some- 
where back  of  the  first  rank  in  industrial  advancement,  to  find 
incomes  that  we  can  say  with  any  certainty  are  apportioned  more 
evenly  than  incomes  in  the  United  States.  But  this  is  evading  the 
issue.  If  our  economic  life  is  diseased,  it  is  small  comfort  to  know 
that  the  disease  is  world-spread.  And  are  we  ready  to  admit  our 
willingness  to  submit  the  account  of  our  own  social  and  economic 
state  for  comparison  on  even  terms  with  the  reports  from  older 
countries?  Has  much  of  our  talk  about  democracy,  equality  of 
opportunity,  and  "a  fair  field  and  no  favor*'  been  idle?  Is  it  for 
nothing  that  men  from  the  old  countries  have  built  up  a  new 
civilization  here,  leaving  behind  them,  as  they  thought,  most 
of  the  handicaps  of  inherited  privilege,  of  class  distinctions,  and 
of  a  long  accumulation  of  economic  advantages,  unevenly  distri- 
buted? Or  is  there  something  to  be  pondered  in  Mr.  H.  G.  Wells's 
observation:  "Mr.  Britling  could  explain  away  the  faults  of 
England  readily  enough.  .  .  •  But  there  in  America  was  the  old 
race,  without  Crown  or  Church  or  international  embarrassment, 
and  it  was  still  falling  short  of  splendid"? 

If  wealth  were  unmistakably  more  concentrated  here  than  else- 
where in  the  world,  we  should,  very  likely,  be  more  alarmed  about 
the  situation  than  we  now  seem  to  be.  But  there  are  other  things 
beside  downright  obtuseness  and  an  easy  satisfaction  with  our 
standing  relative  to  other  nations  that  may  affect  our  attitude. 
In  particular,  I  suggest,  the  sharp  edge  of  these  facts  is  blunted 
by  the  following  considerations:  (1)  The  picture  they  give  is 
that  of  a  cross-section  of  a  changing,  shifting  current,  rather  than 
of  anything  that  might  be  interpreted  as  a  definite  and  final  out- 
come of  forces  now  at  work.  (2)  The  meaning  of  inequality  or 
concentration  in  the  distribution  of  wealth  and  incomes  is  itself  a 
matter  of  much  uncertainty.  (3)  It  is  probable  that  complete  and 
accurate  statistics  of  the  general  sort  that  have  already  been  used 
would  still  leave  out  of  account  some  of  the  most  pertinent  facts. 
(4)  Although  we  know  that  there  is  a  high  degree  of  inequality  in 
the  distribution  of  wealth,  and  although  we  know  something  of  the 
general  outlines  of  this  distribution,  the  margin  of  uncertainty 
with  respect  to  the  facts  is,  nevertheless,  so  great  that  they  have 
little  compelling  power.    I  shall  discuss  these  points  in  order. 

I 

One  does  not  have  to  shut  one's  eyes  to  the  gravity  of  the  im- 
mediately pressing  problems  growing  out  of  the  unequal  distribu- 
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tion  of  wealth  in  order  to  maintain  that  things  are  not  so  radi- 
cally wrong  as  they  may  seem  to  be.  One  may  retain  a  large 
measure  of  confidence  in  the  fundamental  wholesomeness  of  a  com- 
petitively-ordered society,  and  yet  concede  the  concrete  injustice 
of  existing  conditions. 

During  the  last  one  hundred  and  fifty  years  the  production  of 
wealth  has  grown  faster  than  the  population.  And  new  productive 
methods,  new  kinds  of  wealth,  new  forms  of  business  organization, 
have  followed,  one  upon  another,  in  rapid  succession.  There  are 
few  varieties  of  income  which  can  be  expected  to  keep  pace,  year 
after  year,  with  this  process  of  restless  change.  In  a  dynamic 
society  more  is  produced  than  has  to  be  imputed,  in  the  form  of 
earned  income,  to  the  efforts  of  the  rank  and  file  of  the  productive 
army.  Economic  progress  yields  what  is,  for  the  time  beings  a 
disposable  surplus.  The  shares  in  this  surplus  are  the  principal 
stakes  in  the  great  game  of  business  enterprise.  Here  are  the 
roots  of  some  of  the  most  striking  phenomena  of  the  concentration 
of  wealth,  and  here  there  are  the  widest  disparities  between  service 
and  rewards.  There  are  prizes  here  for  efficiency,  for  alertness, 
for  foresightedness,  and  for  luck  and  for  unscrupulousness  as  well. 
Here  are  the  chief  sources  of  the  gains  of  monopoly,  of  financial 
manipulations,  and  of  strategic  competitive  advantages.  Here 
are  found  most  of  those  capitalized  income-yielding  opportunities 
which  we  know  under  such  names  as  franchise  values,  corporate 
excess,  and  good  will.  The  fruits  of  progress  are  not  at  first  ap- 
portioned equally  among  all  the  cooperating  producers,  nor  do 
they  go,  in  major  part,  to  the  pioneers  of  science  and  industry 
who  have  made  the  largest  effective  contributions  to  the  knowledge 
that  makes  progress  possible.  They  go,  rather,  to  those  who 
actively  and  successfully  contend  for  them. 

But  there  come,  out  of  it  all,  increased  demands  for  labor,  for 
savings,  and  for  productive  agents  of  all  kinds.  Unless  the  supply 
of  some  productive  agent  is  increasing  with  undue  rapidity  noth- 
ing can  prevent  it,  as  the  volume  of  output  grows,  from  command- 
ing a  higher  price  in  the  market.  Monopoly  may  crumble  and 
other  business  advantages  may  be  snatched  away  by  competition, 
but  the  forces  working  toward  the  diffusion  of  the  product  operate 
relentlessly  and  surely.  Every  bit  of  groimd  gained  by  the  rank 
and  file  is  tenaciously  held,  and  becomes  a  starting  point  for  yet 
further  progress. 

This  impressionistic  picture  of  an  economic  process  must,  for 
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present  purposes,  stand  without  the  support  of  a  detailed  analy- 
sis. But  it  is,  I  believe,  in  essential  harmony  with  the  doctrines 
of  most  of  the  schools  of  economic  theory.  Its  relation  to  the 
interpretation  of  statistics  of  the  distribution  of  incomes  and  of 
property  must  be  fairly  apparent.  Such  statistics  give  a  cross- 
section  view  of  things;  they  speak  for  a  given  year  or  a  given 
moment  of  time.  But  the  operation  of  economic  forces  is  not  thus 
synchronized.  The  concentration  of  wealth  that  exists  at  any 
one  time  in  a  progressive  society  is  in  part  an  outcome  of  the 
fact  that  the  productive  army  does  not  advance  in  even  formation 
in  its  attacks  upon  the  new  sources  of  wealth.  There  is  an  ad- 
vance guard  and  there  are  laggards  and  stragglers.  No  one 
knows  just  how  far  the  concentration  of  wealth  would  be  reduced, 
just  how  far  the  forces  tending  toward  diffusion  would  operate 
effectively,  if  economic  progress  should  cease,  if  our  dynamic  so- 
ciety should  crystallize  into  a  static  state.  But  that  distribution 
would  be  much  evener  seems  fairly  certain.  The  concentration  of 
wealth  is  in  part  one  of  the  imwholesome  fruits  of  progress.  If 
concentration  and  diffusion  are  processes  going  on  simultaneously, 
statistics  show  us  merely  the  extent  to  which,  at  any  one  time,  the 
forces  making  for  concentration  are  ahead  of  the  forces  making 
for  diffusion. 

It  may  be  objected  that  this  is  to  no  purpose,  or  at  any  rate 
beside  the  main  point,  that  present  inequalities  in  the  distribution 
of  wealth  and  the  social  problems  growing  out  of  them  are  none 
the  less  real.  It  is,  of  course,  small  comfort  to  those  who  are  get- 
ting less  than  their  fair  share  of  the  present  product  to  know  that 
they  or  their  successors  are  likely  to  get  more,  particularly  if 
along  with  this  assurance  there  goes  the  probability  that  new 
inequalities  are  to  be  built  up  about  as  fast  as  the  old  ones  are 
levelled  down. 

Now  it  is  perfectly  true  that  to  impute  these  inequalities  to  one 
cause  rather  than  to  another  does  not  lessen  their  gravity.  But 
the  right  diagnosis  of  a  disease  does  have  an  important  bearing 
upon  the  choice  of  remedies.  And  so  the  right  interpretation  of 
the  statistics  of  the  concentration  of  wealth  must  strengthen  the 
convictions  of  those  of  us  who  are  opposed  to  anything  like  an 
arbitrary  leveling  down  of  fortunes  or  a  revolutionary  change  in 
the  general  structure  of  our  economic  life.  It  must  give  us  confi- 
dence that  we  are  on  the  right  road  in  our  efforts  to  control  mon- 
opoly, to  restrict  some  of  the  abuses  of  corporation  finance,  to 
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do  away  with  unfair  privileges  and  advantages,  to  establish  and 
enforce  fairer  standards  of  competition,  to  strengthen  the  bargain- 
ing power  of  the  weaker,  to  reduce  the  extent  to  which  accrued 
inequalities  are  transmitted  from  one  generation  to  another  by 
inheritance,  and,  by  controlling  immigration,  to  check  the  tendency 
of  the  process  of  diffusion  to  become  a  process  of  dilution.  It 
may  well  be  that  this  road  is  longer  and  has  more  turnings  than 
we  now  imagine.  But  there  is  nothing  in  what  we  now  know  about 
the  distribution  of  wealth  to  suggest  that  this  road — the  road 
toward  equality  of  competitive  opportunity — is  not  the  right  one. 

n 

I  pass  to  a  more  technical  question.  What  is  the  precise  mean- 
ing of  the  concentration  of  wealth?  By  what  standards  shall  we 
measure  it?  In  general,  I  think,  statisticians  have  been  accus- 
tomed to  use  "concentration  of  wealth'*  and  "inequality  in  the  dis- 
tribution of  wealth"  as  loosely  interchangeable  terms.  Now  any 
departure  from  perfect  equality  in  the  distribution  of  wealth  means 
inequality.  But  is  concentration  to  be  defined  so  broadly  as  this  ? 
Wealth  might  be  distributed  unequally,  without  there  being  any 
amassing  or  concentration  of  any  relatively  large  part  of  it  in 
the  hands  of  any  one  group  or  portion  of  society.  Concentration 
means,  then,  a  particular  kind  of  inequality  in  distribution.  And 
moreover,  while,  statistically  speaking,  any  perceptible  degree  of 
centralization  must  be  deemed  concentration,  yet  the  social  prob- 
lem of  the  "concentration  of  wealth''  is  very  certainly  the  prob- 
lem of  its  imdue  or  excessive  concentration.  But  we  have  no 
definite  standard  of  what  constitutes  justifiable,  permissible,  or 
normal  concentration.  And  so  the  statistics  are  made  to  indicate 
merely  the  gross  departure  from  a  condition  of  absolute  equality 
in  distribution.  One  has  to  be  on  one's  guard,  therefore,  against 
imputing  to  them  a  significance  which  possibly  they  may  not  have. 

There  ought  to  be  agreement,  it  would  seem,  about  what  consti- 
tutes equality  in  the  distribution  of  wealth.  Pareto's  interpreta- 
tion of  the  meaning  of  his  own  well-known  index  of  inequality  in 
the  distribution  of  incomes  is  based  on  the  expressed  assumption 
that  when  the  number  of  persons  with  incomes  of  less  than  a  given 
size  increases  relatively  to  the  number  of  persons  with  higher  in- 
comes, the  inequality  of  income  distribution  diminishes.  I  do  not 
quarrel,  as  some  have  done,  with  this  definition  of  relative  equality 
and  relative  inequality  in  distribution.     Given  a  definite  income 
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range,  with  small  incomes  more  numerous  than  large  incomes, 
Pareto's  hypothesis  is,  in  general,  consistent  with  the  conunon 
notion  of  the  meaning  of  equality  in  distribution.  But,  so  far  as 
I  know,  it  has  not  been  noticed  even  by  his  critics  that  Pareto, 
brilliant  mathematician  that  he  is,  made  a  curious  slip  in  interpret- 
ing the  relation  of  his  index  to  his  definition  of  inequality.  His 
index  does  not  increase,  as  he  supposed,  with  what  he  deemed 
inequality  in  the  distribution  of  incomes,  but  decreases.  It  can 
be  used,  as  Benini  and  Bresciani  have  used  it,  in  this  inverted 
fashion.  At  best,  however,  it  is  a  poor  index,  being  merely  a  rough 
measure  of  the  evenness  with  which  income  receivers  are  distributed 
through  the  income  range.  It  gives  no  simple  and  definite  stand- 
ard of  comparison.  The  index  becomes  unity,  for  example,  when 
the  relative  numbers  of  the  persons  receiving  incomes  of  stated 
sizes  are  inversely  proportional  to  the  squares  of  their  incomes. 
How  far,  in  general,  the  notion  of  an  even  distribution  of  income 
receivers  throughout  an  income  range  differs  from  the  common 
notion  of  equality  in  income  distribution  may  be  inferred  from 
the  fact  that,  with  an  absolutely  even  distribution  of  income  re- 
ceivers over  any  income  range,  the  richest  fourth  of  the  popula- 
ticm  would  get  seven  sixteenths  of  the  total  income,  while  the 
poorest  fourth  would  get  but  one  sixteenth. 

For  the  most  part,  however,  equality  of  distribution  is  inter- 
preted literally;  that  is,  it  is  taken  to  mean  absolute  uniformity 
in  the  distribution  of  income.  Thus,  when  a  statistician  throws 
his  estimates  into  the  familiar  form  that  assigns  a  certain  (large) 
proportion  of  the  aggregate  income  to  a  certain  (small)  propor- 
tion of  families,  the  comparison  inevitably  implied  is  with  a  state 
of  things  in  which  50  per  cent  of  the  families  get  exactly  50  per 
cent  of  the  aggregate  income  and  10  per  cent  of  the  families  get 
10  per  cent  of  the  income.  And  so  with  Dr.  Lorenz*s  graphic  de- 
vice for  representing  the  way  in  which  such  proportions  depart 
from  the  line  of  absolutely  equal  distribution.  So,  too,  with  the 
index  of  concentration  which  Professor  Corrado  Gini  has  sug- 
gested as  a  substitute  for  Pareto's,  but  which  increases  when 
Pareto's  decreases,  and  which  becomes  imity  when  one  income 
receiver  gets  just  as  much  income  as  another.  So  also  with  Gini's 
other  index,  which  takes  into  account  the  sum  of  the  differences 
between  each  income  and  every  other  income.  This  index,  it  is 
interesting  to  note,  may  be  interpreted  as  a  summary  arithmetical 
expression  of  the  degree  of  concentration  denoted  by  the  Lorenz 
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graph.  So,  finally,  with  all  of  those  measures,  such  as  the  average 
deviation,  probable  error,  and  standard  deviation,  which  indicate 
in  a  general  way  the  extent  to  which  incomes  as  a  whole  differ 
from  the  average  income.  The  significant  thing  is  that  all  of 
these  ways  of  expressing  the  degree  of  inequality  in  the  distribu- 
tion of  wealth  use  as  a  standard  or  reference  of  comparison  an 
absolutely  equal  and  uniform  distribution. 

Some  or  all  of  these  measures  are  useful  in  comparing  the  distri- 
bution of  wealth  in  different  coimtries  or  at  different  periods. 
But  none  of  them  is  of  much  help  in  forming  a  judgment  with 
reference  to  the  degree  of  undue  or  excessive  concentration  that 
may  exist.  The  degree  of  departure  from  absolute  equality,  how- 
ever measured  or  stated,  must  itself  be  referred,  if  not  explicitly, 
then  in  some  vague  way,  to  a  standard  of  normal  or  justifiable 
concentration.  A  dead  level  of  imiformity  is  neither  practicable 
nor  desirable  as  an  ideal  of  distributive  justice. 

A  concrete  example  may  give  point  to  this  consideration.  Sup- 
pose that  incomes  in  an  imaginary  society  were  distributed  sym- 
metrically around  the  modal  or  most  common  income,  in  the  form 
of  a  normal  frequency  distribution.  This  might  represent  either* 
one  of  two  things:  (1)  a  normal  distribution  of  ability  and  a 
perfect  proportioning  of  income  to  ability;  (2)  a  random  or 
chance  distribution  of  incomes,  under  the  influence  of  complex  but 
unbiased  forces.  This  second  condition  would  be  consistent  with 
the  existence  of  real  equality  of  opportunity,  broadly  imderstood, 
coupled  with  the  presence  of  a  myriad  of  small  circumstances  that 
might  deflect  one  towards  a  lower  or  a  higher  portion  of  the  in- 
come range.  Now  suppose  that  the  average  family  income  is 
$1500  and  that  half  of  the  families  get  incomes  that  are  within 
$200  of  this  average.  Under  such  conditions  the  richer  half  of 
the  families  would  get  58  per  cent  of  the  aggregate  income  and 
the  poorer  half  would  get  42  per  cent.  Increase  the  dispersion  of 
the  distribution  somewhat,  so  that  half  of  the  incomes  are  be- 
tween $1000  and  $2000.  Then  70  per  cent  of  the  aggregate  in- 
come would  go  to  the  richer  half  of  the  population,  and  80  per 
cent  to  the  poorer  half.  Increase  the  limits  between  which  half 
of  the  incomes  fall  to  $800  and  $2200,  and  the  portion  of  the 
^gg^cg&te  income  assigned  to  the  richer  half  of  the  population  be- 
comes 78  per  cent,  leaving  22  per  cent  for  the  poorer  half. 

I  do  not  think  that  Dr.  King's  recent  estimates  err  in  the  direc- 
tion of  underestimating  the  present  inequality  in  the  distribution 
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of  incomes  in  the  United  States.  He  assigns  about  27  per  cent 
of  the  aggregate  income  to  the  poorer  half  of  the  families  and 
78  per  cent  to  the  richer  half.  But  this  is  a  slightly  smaller  de- 
gree of  concentration  than  would  be  given  by  a  normal  frequency 
distribution  with  half  of  the  incomes  falling  between  $900  and 
$£100.  This  suggests  that  no  single  or  general  statement  of  the 
degree  of  concentration  can  give,  by  itself,  an  adequate  notion  of 
the  extent  to  which  the  existing  distribution  of  wealth  has  to  be 
deemed  unsatisfactory.  And  instead  of  tabulating  the  statistics 
in  the  misleading  form  of  the  proportions  of  aggregate  income 
or  property  in  the  hands  of  stated  proportions  of  the  population, 
it  is  better  to  use  a  simple  frequency  distribution,  showing  the 
relative  numbers  of  income  receivers  or  property  owners  in  the 
different  income  or  property  classes.  Such  frequency  distribu- 
tions can  be  adequately  described  and  compared,  one  with  an- 
other, and  with  various  ideal  schemes  of  distribution  by  the  use  of 
the  constants  devised  by  Pearson  for  measuring  their  spread, 
skewness,  and  curvature.  Such  a  handling  of  income  statistics 
serves  to  focus  attention  upon  the  really  important  things,  which 
are  the  upper  and  lower  limits  of  the  income  scale  and  the  manner 
in  which  income  receivers  are  distributed  between  these  limits. 
The  amotmt  of  concentration,  the  amount  of  departure  of  a  con- 
dition of  imiform  incomes,  does  not  matter  so  much  as  does  the 
particular  form  of  the  income  distribution  underlying  the  con- 
centration. An  identical  general  degree  of  concentration  may 
result  from  a  fairly  good  and  a  very  bad  distribution  of  incomes. 
The  worst  thing  in  the  present  situation  is  undoubtedly  the 
extreme  skewness  of  the  income  frequency  curve.  The  mode — the 
most  common  income  magnitude — ^is  very  close  to  the  lower  limit 
of  the  distribution.  Then  the  income  curve  descends  rapidly  as 
the  higher  incomes  classes  are  brought  imder  review,  reaching  a 
condition  of  relative  attenuation  at  incomes  of  only  a  few  thousand 
dollars,  but  stretching  on  for  an  absurdly  great  distance  before 
the  maximum  incomes  are  reached.  The  problem  of  poverty  and 
the  problem  of  great  fortunes  are  the  problems  of  the  lower  and 
upper  limits  of  this  income  curve.  But,  seen  rightly,  the  problem 
of  great  fortunes  is  only  part  of  the  larger  problem  of  the  general 
skewness  of  the  curve,  the  problem,  that  is,  of  the  extremely  small 
average  differences  in  the  incomes  of  persons  in  the  lower  part  of 
the  income  range  and  the  unduly  rapid  increase  of  these  average 
differences  as  the  view  is  shifted  to  successively  higher  income 
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groups.  Put  concretely,  that  10  per  cent  of  the  families  in  the 
coimtry  get  possibly  three  fifths  or  two  thirds  of  the  aggregate 
income  ceases  to  appear  principally  as  a  problem  of  large  for- 
times,  when  it  is  realized  that  to  include  the  richer  10  per  cent  of 
the  families,  one  has  to  go  down  to  somewhere  between  the  $1200 
and  $1800  income  levels.  The  most  serious  aspect  of  the  distribu- 
tion of  property  and  incomes  in  this  and  other  countries  is  not 
the  presence  of  a  larger  or  smaller  degree  of  "concentration,"  but 
the  general  distortion  of  the  whole  income  scheme,  reflecting  as  it 
undoubtedly  does  the  presence  of  a  high  degree  of  inequality  in 
the  distribution  of  opportunity. 

ni 

I  do  not  propose  to  discuss  here  the  meaning  and  proper  in- 
terpretation of  all  of  the  various  available  or  possible  sources  of 
information  respecting  the  distribution  of  property  and  incomes. 
Some  of  these  matters,  I  understand,  are  to  be  dealt  with  by  Dr. 
King  in  the  paper  which  is  to  follow.  Nor  can  I  stop  to  attack 
the  difficult  general  problems  of  the  proper  definition  of  wealth 
and  of  income  for  the  purpose  in  hand.  But  I  want  to  mention 
two  points  which  seem  to  me  to  have  an  important  bearing  upon 
the  degree  of  inequality  in  distribution  reported  by  the  statistics. 

In  the  first  place,  what  disposition  shall  be  made  in  income 
statistics  of  the  appreciation  and  depreciation  of  capital  values? 
I  do  not  refer  here  to  such  appreciation  and  depreciation  as  comes 
from  improvements  and  betterments  on  the  one  hand  and  wear  and 
tear  on  the  other,  but  to  the  changing  money  value  of  unchanged 
things.  These  changing  capital  values,  it  is  true,  are  in  large 
measure  a  result  of  changes  in  the  probable  future  income-yielding 
power  of  the  things  valued.  But  it  does  not  follow  that  to  count 
appreciation  as  income  involves  double  coimting.  If  savings  are 
to  be  counted  as  income,  and  I  believe  that  they  must  be,  for  the 
purposes  of  income  statistics,  appreciation  in  the  money  value  of 
income-yielding  goods  or  rights,  being  closely  akin  to  savings  in  a 
number  of  important  respects,  must  also  be  counted  as  income. 
It  is  no  part  of  the  annual  product,  as  usually  defined,  but  it  is 
part  of  the  annual  distribuendtim.  It  enters  into  the  annual 
changes  in  the  relative  economic  positions  of  the  different  members 
of  society.  Any  one  income  receiver  can  convert  his  share,  if  he 
wishes,  into  money  income  and  then  into  real  income.  It  is  im- 
possible and,  I  think,  not  at  all  necessary  to  distinguish  between 


Digitized  by 


Goo, 


The  Statistics  of  the  Concentration  of  Wealth  168 

such  appreciation  as  merely  records  the  shrinkage  in  the  purchas- 
ing power  of  the  dollar  and  such  appreciation  as  comes  in  other 
wajs.  So  long  as  appreciation,  of  whatever  sort,  is  distributed 
in  other  manner  than  in  proportion  to  the  other  elements  in  cur- 
rent incomes,  it  has  to  be  taken  into  accoimt  in  income  statistics, 
or  at  least  in  the  interpretation  of  the  significance  of  such 
statistics. 

The  census  estimate  of  national  wealth  for  1912  exceeds  the 
similar  estimate  for  1900  by  about  a  hundred  billion  dollars. 
Some  of  this — I  doubt  that  it  is  more  than  a  third — ^represents 
an  increase  in  the  national  inventory  measured  in  terms  of  physi- 
cal units,  together  with  the  increase  in  the  unit  value  of  short- 
lived equipment  and  products — the  current  assets  of  the  nation. 
The  balance  of  this  increase  consists  very  largely  of  net  apprecia- 
tion in  the  value  of  land  and  other  durable  forms  of  wealth.  And. 
there  is  an  enormous  amount  in  franchise  values,  monopoly  rights, 
and  good  will  and  other  vendible  competitive  advantages  that  does 
not  enter  into  the  statement.  Altogether,  it  is  likely  that  the 
recent  average  annual  addition  to  the  national  distrihuendum  on 
account  of  net  appreciation  has  amounted  to  as  much  as  five  and 
possibly  as  much  as  seven  billion  dollars,  making  a  difference  of 
perhaps  20  or  25  per  cent  in  the  national  income  statement. 

One  of  the  defects  of  British  income  statistics  is  that  they  do 
not  cover  gains  from  increases  in  capital  values,  even  when  these 
gains  are  realized  in  actual  sales,  except  where  speculation  is  car- 
ried on  as  a  business.  Now  the  effect  of  the  inclusion  of  these 
items  upon  the  apparent  degree  of  inequality  in  the  distribution 
of  incomes  will  depend  very  largely  upon  whether  they  are  counted 
as  income  only  when  realized  by  actual  sale  or  set  down  yearly  as 
accruals.  Take  the  case  of  a  farmer  who  bought  a  hundred-acre 
farm  ten  years  ago.  Since  then  it  has  been  increasing  in  money 
value,  as  many,  farm  lands  have,  at  the  rate  of  $2  per  acre  per 
year.  He  now  sells  it  with  a  gain  of  $2000.  If  all  of  this  profit 
is  set  down  as  income  for  this  year,  it  lifts  him,  for  the  once,  into 
the  higher  income  groups  and  increases  the  general  skewness  of 
the  distribution  of  income  for  the  year.  But  if  accruals  had  been 
counted  at  the  rate  of  $200  a  year  for  ten  years  the  increase 
would  have  been  imlikely  to  have  carried  him  up  above  the  aver- 
age income  for  the  coimtry.  In  fact,  the  skewness  of  income 
distribution  might  very  possibly  have  been  reduced.  Moreover, 
if  there  were  a  million  other  farmers  similarly  conditioned,  there 
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would  be  the  choice  between  counting  a  million  moderate  gains  or 
an  average  of  perhaps  a  hundred  thousand  large  gains  annually. 
And  so  with  those  enormous  increases  in  the  values  of  business 
equities  which  have  been  a  very  important  source  of  large  for- 
tunes,  the  method  of  accruals  will  increase  the  skewness  of  the 
income  curve  very  much  less  than  will  the  method  of  realized  sales. 
For  the  purposes  of  income  statistics  there  can  be  little  doubt 
that  the  method  of  accruals  should  be  preferred.  To  wait  until 
the  farmer's  increased  land  values  are  realized  in  sales  exaggerates 
the  farmer's  real  position  in  the  income  scale  in  one  year  out  of 
the  ten  and  understates  it  the  other  nine  years. 

My  other  point  relates  to  the  statistics  of  the  distribution  of 
property.  The  most  important  facts  that  we  have,  and  those 
most  frequently  quoted,  have  been  gleaned  from  probate  records. 
I  confess  that  I  have  little  confidence  in  the  inferences  that  have 
been  drawn  from  these  figures.  The  principal  difficulty  is  the  dif- 
ference between  the  age  distribution  of  decedents  and  the  age 
distribution  of  the  living  population.  In  England,  for  example, 
while  the  average  age  at  death  of  that  part  of  the  population 
which  lives  to  be  at  least  twenty  years  old  is  over  sixty  years,  the 
average  age  of  living  persons  over  twenty  is  about  forty.  Now  as 
men  grow  older  they  often  grow  richer,  and  this  fact  has  been 
shown  by  Mr.  Bernard  Mallett  to  have  a  very  important  bearing 
upon  the  proportion  which  the  value  of  the  estates  annually  pass- 
ing from  oAe  generation  to  another  makes  of  the  aggregate  capi- 
tal value  of  the  national  wealth.  For  example,  in  the  fiscal  year 
1913-14,  the  average  value  of  the  taxable  estates  left  by  persons 
dying  in  that  year  was  £4150.  But  those  dying  at  between 
twenty-five  and  thirty-five  years  of  age  left  estates  of  an  average 
value  of  only  £1600.  The  average  values  of  the  estates  which  had 
been  accumulated  by  persons  dying  between  the  ages  of  sixty-five 
and  seventy-five  was  nearly  £4200,  while  persons  who  lived  to  be 
more  than  seventy-five  left  estates  with  an  average  value  of  over 
£6000.  In  the  United  States,  where  fewer  persons  start  with  the 
initial  advantage  of  inherited  wealth,  these  differences  are  likely 
to  be  considerably  greater.  Now  the  danger  is  not  that  the  pro- 
bate records  will  give  us  an  exaggerated  idea  of  the  aggregate 
money  value  of  property  holdings,  for  we  have  other  and  better 
sources  of  information  on  this  point.  But  as  used  by  Dr.  Spahr 
and  even  as  used  by  so  careful  and  competent  a  student  as  Dr. 
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King,  they  give  an  impression  of  a  higher  degree  of  inequality  in 
the  distribution  of  property  than  really  exists.  Not  only  do 
many  men  grow  richer  as  they  grow  older,  but  some  men  grow  rich 
faster  than  others,  while  some  men,  especially  among  those  with 
little  property,  grow  poorer  as  they  grow  older.  It  follows  that 
the  inequality  of  possessions  among  persons  at  the  end  of  life 
must  be  very  much  greater  than  among  the  living  population. 
Statistics  of  the  sizes  of  estates  admitted  to  probate  are  nearly 
worthless  unless  they  are  accompanied  by  statistics  of  the  ages  of 
the  decedents.  And  with  the  probate  statistics  thrown  out  of 
court,  there  remains  virtually  nothing  that  gives  us  any  adequate 
notion  of  the  distribution  of  accumulated  wealth  in  the  United 
States. 

IV 

Without  knowledge  of  the  way  in  which  the  ownership  of  prop- 
erty is  distributed,  with  our  income  statistics  largely  guesswork, 
and  their  meaning  and  significance  uncertain,  we  have  naturally 
set  the  problem  of  the  personal  distribution  of  wealth  in  terms  of 
the  things  we  could  see  and  be  certain  of:  enormous  fortunes  at 
one  extreme,  a  great  mass  of  workers  near  the  poverty  line  at  the 
other.  Right  though  we  be  in  taking  these  things  seriously,  we 
should  hardly  be  willing  to  rest  content  with  a  social  program 
made  up  of  imti-monopoly  laws,  inheritance  taxation,  and  labor 
legislation,  and  a  philosophy  of  economic  reform  compounded  of 
philanthrophy,  of  an  avowed  faith  in  industrial  democracy,  and 
of  an  attitude  of  jealous  aggression  toward  great  riches.  As 
economists  we  are  interested,  or  ought  to  be  interested,  in  knowing 
whether  the  present  economic  scheme  is  bound  to  end  in  disaster ; 
whether,  with  a  little  patching,  it  can  be  made  to  get  along;  or 
whether  its  essential  principles  need  to  be  safeguarded  and  main- 
tained by  giving  a  nevk  meaning  and  a  new  emphasis  to  real  equal- 
ity of  competitive  opportunity.  In  no  other  way  could  so  much 
light  be  thrown  upon  this  fundamental  problem  as  by  a  thorough- 
going and  authoritative  study  of  the  actual  distribution  of  prop- 
erty and  incomes.  We  lack  satisfactory  methods  of  analysis  and 
interpretation,  but  most  of  all  we  lack  the  facts.  General  im- 
pressions will  not  suffice;  in  matters  like  this  we  are  right  in 
deferring  judgment  until  we  know,  and  know  accurately.  It  is 
not  a  matter  of  the  extremes  of  the  income  scale,  but  of  the  whole 
range.    In  statistics  the  undistributed  middle  is  prone  to  be  quite 
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as  dangerous  as  in  logic.  For  the  study  of  actual  present  tenden- 
cies the  analysis  of  middle-class  incomes  is  fundamentally  impor- 
tant. It  is  one  thing  to  explain  the  causes  of  poverty  or  the 
causes  of  large  fortunes.  It  is  another  thing  to  know  just  how 
sound  our  economic  life  is  at  its  core. 

The  task  is  much  too  large  for  any  individual  scholar.  The 
first  step  is  to  secure  adequate  sources  of  information.  With  in- 
come taxes  just  coming  into  importance  as  sources  of  federal  and 
state  revenues,  is  the  time  not  ripe  for  the  economists  and  statisti- 
cians of  the  country  to  make  a  statement  as  to  precisely  what 
information  they  want  and  why  they  want  it? 
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DESIRABLE  ADDITIONS  TO  STATISTICAL  DATA  ON 
WEALTH  AND  INCOME 

By  WiLLFOBD  I.  King 
The  UrUversity  of  WiscoTtsm 

I. — ^The  Generai.  Chaeactebistics  of  Avahlabul  Statistics 
As  soon  as  one  essays  the  task  of  analyzing  existing  informa- 
tion concerning  American  wealth  and  income  and  their  distribu- 
tion, he  is  quickly  faced  by  the  fact  that,  in  almost  every  instance, 
the  data  is  strikingly  incomplete.     But  this  scantiness  of  desired 
figures  does  not  come  to  pass  because  of  any  shortage  in  the  effort 
which  has   been   expended  in   the   collection   of   statistics.      My 
limited  experience  has  convinced  me  that  there  is  no  subject  under 
the  sun  concerning  which  facts  have  not  been  tabulated.     Should 
you  desire  to  know  the  number  of  grains  of  sand  in  the  sea-bottom, 
the  number  of  salmon  caught  in  the  Columbia,  or  the  number  of 
"suckers"  caught  by  "blue-sky**  corporations,  the  figures  have 
been  computed.     If  you  are  curious  to  ascertain  how  many  days 
labor  it  took  to  build  the  pyramids,  how  many  germs  you  con- 
sumed at  this  morning's  breakfast,  or  how  many  times  per  page 
Shakespeare  used  the  word  "and,**  rest  assured  that  the  data  are 
awaiting  your  examination.     But,  as  a  prominent  advertisement 
used  to  read,  "It  is  not  so  much  to  know  the  law  as  to  know  where 
to  find  it,**  and  most  of  this  marvelously  varied  collection  of 
statistical  information  is  buried  far  beyond  the  depths  to  which 
catalogues,  dictionaries,  or  bibliographies  give  the  slightest  clues. 
There  is,  then,  rather  a  superabundance  of  statistical,  or  pseudo- 
statistical,  information  reposing  in  our  libraries;  but  should  we 
be  interested  in  the  problems  connected  with  the  wealth  and  income 
of  the  American  people,  we  soon  discover  that  the  figures  which 
we  desire  are  not  obtainable  in  any  continuous  or  systematized 
form.    And  this  may  be  said  without  in  any  way  disparaging  the 
able  ofiicials  who  have  been  in  charge  of  the  census  and  our  statisti- 
cal bureaus.     The  funds  at  their  disposal  are  distinctly  limited 
and  they  can  only  collect  data  concerning  facts  for  which  they 
believe  the  demand  is  most  general.    In  order  to  assure  continuity, 
which  is  such  an  essential  feature  if  statistics  are  to  prove  of 
value,  it  is  imperative  to  follow  rather  closely  in  the  footsteps  of 
one*s  predecessors,  and,  hence,  the  nature  of  the  material  gathered 
is  largely  determined  by  the  forms  outlined  many  years  ago  to 
meet  the  demands  of  that  day. 
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Besides,  the  chief  of  the  census  bureau  or  the  statistical  office 
would  need  the  gift  of  second  sight  to  anticipate  the  thousand 
and  one  ideas  which  some  one  or  another  will  attempt  to  elucidate 
or  demonstrate  by  the  help  of  the  official  figures.  If  a  statistical 
problem  of  any  intricacy  is  to  be  solved  accurately  it  is  nearly 
always  imperative  that  the  data  must  be  gathered  with  this  specific 
end  in  view.  If,  however,  the  government  collects  its  figures  for 
this  particular  purpose  they  are  often  too  highly  specialized  to 
prove  of  any  great  utility  in  answering  other  questions.  Is  there 
any  escape  from  this  dilemma? 

In  so  far  as  it  is  practicable,  it  appears  that  the  solution  of 
special  problems  should  be  left  to  private  statisticians  or  organiza- 
tions and  that  the  government  should  continue  to  collect  the  raw 
material  with  which  these  private  investigators  begin  their  re- 
searches. But  there  are  some  specific  problems  which  are  too 
costly  to  be  undertaken  at  individual  expense  and  yet,  at  the  same 
time,  are  of  too  great  public  importance  to  be  left  to  private 
initiative.  If  light  is  to  be  thrown  upon  such  questions  it  must 
be  done  principally  through  governmental  assistance,  and  there 
appears  to  be  no  sufficient  reason  why  this  should  not  be 
forthcoming. 

Our  federal  Bureau  of  the  Census  has  properly  devoted  itself 
in  most  instances  to  the  collection  of  information  of  a  broad 
general  nature.  The  other  bureaus  of  the  national  and  state 
governments  sometimes  have  imitated  the  Bureau  of  the  Census 
in  this  respect  but  sometimes  they  have  gone  to  the  other  extreme 
and  have  engaged  in  the  most  highly  detailed  investigations  in 
some  limited  field.  This  procedure  is  to  be  commended  although 
it  seems  occasionally  that  some  improvements  might  well  be  made 
in  the  selection  of  the  special  problems.  Whenever  it  is  deemed 
advisable  to  enter  such  narrow  fields,  it  is  desirable  that  the  prob- 
lems to  be  solved  should  be  those  in  which  large  numbers  of 
people  are  interested  or  those  which  vitally  concern  the  national 
welfare. 

The  federal  and  state  bureaus  of  labor  present  hundreds  of 
volumes  of  figures  concerning  the  wages  of  laborers,  the  extent  of 
unemployment,  and  the  prices  of  various  articles,  but  should  you 
attempt  to  find  a  continuous  and  comparative  record  in  any  gov- 
ernmental document  showing  whether  the  price  per  hour  of  labor 
is  advancing  faster  for  farm  hands  or  for  miners,  for  railway  em- 
ployees or  for  clerks  in  stores,  you  would  seek  in  vain.  Should 
you  desire  to  know  whether  the  price  of  house  rents  tends  to  keep 
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pace  with  the  price  of  food,  information  would  prove  most  scanty. 
Should  you  hope  to  ascertain  whether  union  men  or  non-union 
men  were  more  frequently  unemployed,  you  would  be  disappointed. 
A  tremendous  amount  of  effort  has  been  expended  in  studying 
questions  of  merely  local  or  temporary  interest  and  very  little 
headway  has  been  made  in  coordinating  these  scattered  endeavors, 
oniting  the  results,  and  presenting  them  to  the  public  in  a  simple 
and  intelligible  form.  For  example,  the  United  States  Bureau  of 
Labor  collects  data  on  wages  in  the  manufacturing  field;  so  does 
the  Census ;  so  do  the  labor  bureaus  of  some  of  the  states*  At  the 
same  time,  it  is  most  difficult  to  find  any  continuous  records  of  the 
wages  of  miners,  farm  hands,  clerks,  domestic  servants  and  other 
very  numerous  and  important  classes  of  workers.  In  some  in- 
stances, wages  are  given  by  the  hour,  in  some  by  the  day,  in  some 
by  the  week,  and  occasionally  by  the  month  or  year;  but  only 
rarely  are  we  informed  as  to  the  average  number  of  hours  worked 
in  any  of  the  longer  periods,  hence  accurate  comparison  is  mani- 
festly impossible. 

According  to  my  perhaps  archaic  views,  energy  too  frequently 
has  been  expended  in  trying  to  demonstrate  perfectly  obvious 
facts.  We  all  know  from  conunon  observation  that  many  men 
receive  such  low  wages  that  they  cannot  support  their  families  in 
comfort.  It  is  also  perfectly  evident  that  the  poorer  families 
spend  their  entire  income  for  something — and  these  facts  are  ap- 
parently the  leading  ones  that  have  been  developed  by  many  of  the 
recent  budgetary  studies.  The  difficulty  seems  to  be  that  many 
specialized  inquiries  are  undertaken  without  first  clearly  defining 
the  problem  to  be  solved  and,  in  every  such  case,  the  usefulness  of 
the  results  is  likely  to  approach  zero. 

It  is  probably  too  iridescent  a  dream  to  ever  attain  reality,  but 
it  would  certainly  be  most  helpful  if  the  collection  of  all  statistics 
of  a  given  type  might  be  centralized  in  some  one  bureau  and  pub- 
lished in  standardized  form  from  month  to  month  and  year  to 
year.  Before  beginning  operations,  this  bureau  should  devote 
very  much  time  and  energy  to  ascertaining  exactly  what  problems 
scientific  men  believed  most  in  need  of  elucidation  and,  having 
formulated  these  problems  in  the  most  exact  fashion,  it  would  then 
be  the  work  of  the  statisticians  to  devise  ways  and  means  of  solv- 
ing these.  It  would  seem  that  the  talent  of  both  the  Associations 
here  represented  might  very  well  be  utilized  in  framing  the  new 
topics  of  investigation  upon  which  they  believe  further  knowledge 
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is  most  vital  and  in  devising  ways  and  means  for  attaining  this 
end. 

I  shall  take«the  liberty  now  of  suggesting  certain  fields  of  inquiry 
which  seem  fertile  and  yet  inadequately  tilled  at  the  present  time. 

II. — ^Weai^th  and  its  Distribution 

One  query  to  which  it  seems  that  a  more  exact  answer  is  gen- 
erally desired  is:  How  is  wealth  distributed  among  American 
families  and  how  is  this  distribution  changing? 

The  Massachusetts  studies  of  estates  throw  most  interesting 
light  upon  this  question.  Studies  from  probate  records  are  neces- 
sarily limited  in  scope  because  they  show  wealth  only  at  the  termi- 
nation of  life  and  because  the  estates  of  the  greater  share  of  de- 
cedents are  never  probated.  The  latter  is,  of  course,  the  much 
more  serious  defect.  But  neither  of  these  objections  seriously 
affects  the  usefulness  of  such  data  as  a  gauge  of  changes  in  distri- 
bution. A  quarter  of  a  century  has  elapsed,  however,  since  the 
last  period  reported  upon  by  the  Massachusetts  Bureau,  and  it 
would  certainly  seem  worth  while  to  have  the  series  of  compari- 
sons so  admirably  begun  brought  down  to  date.  Similar  investi- 
gations in  New  York  and  a  few  sample  states  in  other  sections  of 
the  country  would  doubtless  add  most  valuable  information. 

The  tax  rolls  are  the  basis  of  existing  census  figures  concerning 
the  aggregate  value  of  the  wealth  of  the  people  of  the  United 
States.  The  attempt  to  adapt  to  this  purpose  the  valuations  set 
by  assessors  is  always  destined  to  meet  with  only  partial  success. 
Values  for  purposes  of  taxation  are  habitually  underestimated. 
The  plan  of  correcting  this  underestimation  by  dividing  by  some 
assumed  ratio  of  assessed  to  true  value  will  always  be  a  crude 
method  at  best.  In  most  communities,  this  ratio  has  never  been 
worked  out,  and  in  but  few  places  is  it  determined  with  even  a 
reasonable  approach  to  accuracy. 

Another  serious  objection  to  using  local  tax  reports  as  a  basis 
of  wealth  estimation  is  that  it  is  usually  impossible  to  obtain 
therefrom  any  idea  whatever  of  the  distribution  of  property  among 
families  or  individuals.  Taxes  are  collected,  not  as  a  basis  for 
statistical  information,  but  in  order  to  obtain  funds,  and,  hence, 
the  local  or  state  authorities  take  little  accoimt  of  anything  but 
totals.  For  these  two  reasons,  therefore,  it  appears  that  any 
adequate  statistics  of  existing  wealth  distribution  must  be  ob- 
tained through  the  ordinary  schedules  of  the  decennial  census. 
Errors  from  inquiries  of  this  nature  will  doubtless  be  very  numer- 
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ous  but  they  will  tend  to  be  compensating.  Many  men,  because 
of  habitual  secrecy  and  reticence  concerning  their  business  affairs 
will  report  their  assets  far  below  normal.  Others,  however,  will 
exaggerate  .in  order  to  magnify  their  own  importance.  As  to 
which  instances  will  occur  more  frequently,  it  is  hard  to  say  but, 
at  any  rate,  there  will  be  a  noticeable  tendency  for  errors  to  cancel 
out  The  same  facts  would  be  true  as  regards  reported  liabilities, 
though  the  tendency  in  this  case  would  presumably  be  stronger  to 
under-  than  to  over-estimation. 

The  first  step  in  the  census  inquiry  would  be  the  drafting  of 
the  best  possible  question  schedule.  Much  careful  study  would  be 
needed  before  the  final  forms  were  ready  for  the  printer.  The 
following  outline  is  suggested  as  a  rough  tentative  classification 
of  the  various  categories  of  wealth  belonging  to  each  individual : 


I.  Assets 

A 

.  Indirect  Natural  Resources 

1.    Land 

a.    Farms 

b.    Urban  business  sites 

c.    Miscellaneous  varieties 

2.    Mines 

3.    Miscellaneous 

B. 

Transition  or  Capital  Goods 

1.    Buildings 

2.    Machinery  and  equipment 

3.    Live  stock 

4.    Raw  materials 

5.    Dealers'  stocks 

6.    Miscellaneous 

C. 

Direct  or  Consumption  Goods 

1 .    Residence  and  park  land 

2.    Houses^  hotels,  theatres,  churches,  etc. 

8.    Furniture,  clothing,  jewelry  and  miscellaneous 

D. 

Claim  Goods 

1.    Notes,  mortgages,  bonds,  etc. 

2.    Stocks 

3.    Insurance  policies — cash  surrender  value 

4.  Miscellaneous 

II.    LiabiUties 

A. 

Current  accounts 

B. 

Short-term  notes 

C. 

Bonds  and  notes  secured  by  mortgage 

D. 

Miscellaneous 

Our  inhabitants  are  already  required  to  give  much  of  this  in- 

formati 

ion  so  that  the  new  questions  to  be  added  to  the  schedule 
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would  not  be  numerous.  If  it  is  feasible  to  learn  the  value  of 
farm  land,  factories,  etc.,  it  likewise  seems  probable  that  similar 
knowledge  can  be  gathered  concerning  holdings  of  stocks,  bonds, 
and  other  securities. 

Once  the  data  was  collected,  the  next  problem  would  be  its 
classification  on  a  logical  basis.  To  determine  what  is  logical  we 
must  first  decide  upon  the  questions  which  it  is  most  imperative 
to  answer.  As  previously  stated,  such  a  decision  as  this  would 
seem  to  be  a  legitimate  function  of  such  organizations  as  the 
American  Statistical  and  Economic  Associations  and  should,  of 
course,  be  arrived  at  only  after  most  mature  consideration.  As 
topics  at  least  worthy  of  mention,  I  would  suggest  studies  of  the 
relationship  between  the  net  assets  of  the  family  and  (1)  the  size 
of  family,  (2)  the  age  of  head  of  family,  (8)  race,  (4)  nationality. 

It  may  be  well  to  devote  a  few  words  to  the  reasons  for  each  of 
these  classifications. 

The  first  would  throw  light  upon  such  questions  as  the  follow- 
ing: (1)  Does  great  wealth  mean  larger  or  smaller  families? 
(2)  Does  a  large  family  necessarily  lead  to  poverty?  (8)  How 
does  wealth  in  general  tend  to  vary  with  the  size  of  the  family? 

The  second  classification  would  help  in  answering  this  query: 
Do  we  have  a  normal  tendency  in  the  United  States  for  a  man  to 
accumulate  property  as  he  grows  older?  If  so,  at  what  rate? 
Do  all  classes  of  the  population  participate  in  this  tendency? 

The  third  classification  would  be  necessary  in  order  to  separate 
out  the  white  race  so  as  to  obtain  a  fair  basis  for  answering  the 
questions  just  propounded.  It  would  also  be  of  interest  in  enabl- 
ing us  to  compare  the  Caucasian  and  Negro  races  and,  if  the  in- 
quiry were  continued  decade  after  decade,  the  relative  economic 
progress  of  whites  and  blacks  might  thus  be  measured  with  a 
reasonable  degree  of  accuracy. 

The  fourth  classification  on  the  basis  of  nationality  is  one  which 
might  be  elaborated  indefinitely,  if  funds  were  adequate,  or,  on  the 
contrary,  it  might  be  confined  merely  to  the  comparison  of  prop- 
erty holdings  of  those  persons  who  were  native  bom  of  native 
fathers,  who  were  native  bom  of  foreign  fathers,  and  who  were 
foreign  bom.  This  simpler  analysis  would  probably  answer  the 
requirements  of  most  investigators  and  would  immensely  reduce 
the  extent  of  tabulation  necessary. 

Many  other  classifications  and  lines  of  inquiry  would  doubtless 
suggest  themselves  to  nearly  every  economist  and  the  above  are 
offered  only  as  being  among  those  which  would  perhaps  have  tilt 
widest  appeal. 
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m. — The  Aggkegate  Nationai.  Income  and  its  Disteibution 
A  study  of  wealth  distribution  is  interesting  because  it  deals 
with  the  rights  of  control.  Property  necessarily  means  economic 
power  €Uid  is  ordinarily  the  key  to  other  kinds  of  power  as  well. 
A  man's  control  over  his  own  time,  over  his  own  freedom  of  move- 
ment from  place  to  place,  over  the  activities  of  other  men,  over 
the  uses  to  which  goods  shall  be  put,  in  short,  over  the  whole 
modem  system  of  production  varies  directly  and  almost  propor- 
tionally with  the  value  of  the  property  rights  which  he  possesses. 
To  the  ambitious  man  who  believes  that  leadership  is  the  only 
worthy  goal  or  to  that  political  scientist  who  considers  govern- 
mental control  the  chief  end  of  human  progress,  a  study  of  prop- 
erty distribution  seems  most  vital.  On  the  contrary,  to  those  who 
think  more  of  immediate  economic  welfare,  who  are  interested  In 
the  comforts  and  conveniences  of  every-day  life,  the  question  of 
wealth  or  property  may  seem  of  little  import.  Such  persons  will 
naturally  turn  their  attention  to  the  various  types  of  income 
rather  than  to  wealth. 

The  kind  of  income  with  which  people  are  most  vitally  con- 
cerned is,  of  course,  real  or  psychic  income.  Thus  far,  however, 
this  particular  species  has  successfully  defied  all  attempts  at  ac- 
curate statistical  measurement.  Apparently,  the  commensurable 
phenomenon  which  most  nearly  resembles  psychic  income  in  the 
nature  of  its  variations  is  income  in  purchasing  power,  and  this 
is  merely  a  calculation  of  what  book  or  money  income  would  be  if 
the  price  level  never  varied.  Since,  in  reality,  the  price  level  is 
always  fluctuating,  we  can  only  measure  income  in  purchasing 
power  by  computing  an  average  index  of  the  prices  of  things 
which  some  designated  class  of  persons  actually  purchases  and 
then  compare  the  average  relative  price  changes  in  these  com- 
modities with  the  average  relative  changes  in  the  book  or  money 
incomes  of  the  persons  composing  the  class  in  question.  In  short, 
we  attempt  to  measure  the  supply  of  economic  goods  available  for 
a  given  person  or  class  by  means  of  the  roundabout  device  of  in- 
troducing commensurable  money  values  into  both  terms  of  a  ratio 
with  the  knowledge  that  the  monetary  factor  will  cancel  itself 
and  disappear. 

If,  therefore,  we  desire  to  add  anything  worth  while  to  our 
existing  knowledge  concerning  income  distribution  or  changes,  we 
can  only  hope  to  succeed  by  improving  our  data  concerning  book 
or  money  incomes  and  various  kinds  of  indices  of  prices. 
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In  the  United  States,  the  only  available  source  of  information 
concerning  income  distribution  among  the  wealthier  classes  is  con- 
tained in  the  reports  on  the  income  tax.  This  is  necessarily  faulty 
because  of  the  natural  tendency  to  evade  the  burden  of  taxation. 
The  federal  law  exempts  incomes  to  such  an  extent  as  to  make  it 
throw  light  only  on  the  receipts  of  the  relatively  wealthy.  The 
Wisconsin  law  varies  the  exemption  with  the  size  of  the  family 
thus  making  it  very  difficult  to  utilize  the  data.  By  going  back  to 
the  original  records,  Professor  Henry  M.  Trumbower,  now  a  mem- 
ber of  the  Wisconsin  Railroad  Commission,  was  able  to  regroup 
the  cards  in  such  a  way  as  to  show  the  reported  incomes  including 
exemptions.  However,  since  married  men  with  incomes  of  $1200 
or  under  are  not  required  by  the  Wisconsin  law  to  file  schedules, 
and  since  these  comprise  the  majority  of  heads  of  families,  it  is 
manifestly  impossible  to  arrive  at  any  complete  classification.  It 
is  not  an  entirely  safe  assumption  anyway  to  suppose  that  Wis- 
consin fairly  represents  the  other  forty-seven  states  of  the  Union 
in  income  distribution,  even  though  we  know  that  it  is  an  average 
state  in  many  respects. 

If  we  now  turn  to  the  problem  of  estimating  income  distribution 
among  the  poorer  classes,  we  find  here,  likewise,  but  few  accurate 
indicators.  The  investigations  of  the  United  States  Bureau  of 
Labor  in  1903,  the  study  by  the  British  Board  of  Trade  in  1908, 
the  wage  distribution  recorded  by  the  Census  of  Manufactures  in 
1905,  and  numerous  but  scattered  inquiries  in  narrow  fields  throw 
much  light  upon  the  subject,  but  the  statistician  is  nevertheless 
compelled  to  make  many  rather  sweeping  assumptions  on  rather 
slender  bases  before  he  can  piece  together  a  curve  or  table  pictur- 
ing income  distribution  among  working  class  families. 

Still  further  assumptions  and  generalizations  are  necessary  be- 
fore the  curve  for  the  working  class  can  be  coupled  onto  that  for 
the  well-to-do  and  rich,  thus  completing  the  money  income  distri- 
bution curve  for  the  United  States  as  a  whole. 

The  problem  of  estimating  total  income  for  the  people  of  the 
nation  is  relatively  more  simple  but  cannot  be  accomplished  with 
any  high  degree  of  accuracy  by  use  of  the  existing  data.  Three 
separate  lines  of  attack  are  available :  first,  the  estimation  of  total 
consumption ;  second,  the  summating  of  incomes  of  all  individuals ; 
and  third,  the  calculation  of  the  total  annual  product.  Were 
these  three  quantities  all  computed  with  accuracy,  it  is  evident 
that  the  last  two  would  be  identical  and  that  the  first  would  be 
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larger  or  smaller  than  the  others  according  to  whether  the  in- 
ventory of  accumulated  goods  on  hand  was  diminished  or  increased 
during  the  period  considered. 

To  estimate  total  consumption,  it  is  necessary  to  differentiate 
between  goods  used  directly  and  goods  used  indirectly.  It  is  neces- 
sary to  evaluate  the' services  of  durable  consumption  goods  and 
the  direct  services  of  persons.  This  includes  such  nice  problems 
as  estimating  the  value  of  poultry,  vegetables,  fruit,  etc.,  con- 
sumed on  farms ;  the  aggregate  rental  value  of  residences,  and  the 
amount  spent  for  entertainment.  Such  estimates  generally  con- 
sist in  little  more  than  assuming  as  the  correct  figure  the  mid-point 
between  possible  limits  of  error. 

Total  book  income  for  the  nation  can  be  estimated  with  a  higher 
degree  of  accuracy  than  can  total  consumption.  The  former  may 
be  approximated  by  adding  together  estimated  individual  book 
incomes.  Data  concerning  average  wages  in  different  occupations 
is  quite  abundant  and  the  census  gives  us  a  fair  idea  of  the  average 
number  of  persons  following  each  calling.  But  even  this  process 
is  not  free  from  difficulties.  Laboring  families  obtain  much  of 
their  income  from  property  owned,  by  renting  rooms,  by  keeping 
boarders,  etc.  About  the  only  study  throwing  enough  light  to  be 
worth  mentioning  upon  these  supplementary  income  sources  is  the 
Eighteenth  Annual  Report  of  the  Bureau  of  Labor,  and  this  is 
thirteen  years  old.  It  is  possible  that  conditions  have  changed 
noticeably  during  this  interval.  Add  to  this  difficulty  the  pre- 
sumable underestimation  of  incomes  in  the  federal  and  state  tax 
lists  of  the  wealthier  classes  and  also  the  lack  of  information  con- 
cerning the  vast  numbers  of  persons  such  as  farmers  and  small 
merchants  who  are  not  employees  and  are  still  too  poor  to  pay 
an  income  tax,  and  the  apparent  simplicity  of  the  problem  be- 
comes less  evident. 

The  last  recourse,  then,  in  attempting  to  ascertain  total  na- 
tional income  is  to  turn  to  data  on  production.  It  is  possible  to 
find  recorded  values  for  most  of  the  raw  material  and  to  trace  the 
various  value  additions  successfully  until  the  finished  product 
finally  emerges.  But  even  this  route  is  by  no  means  all  smooth 
sailing.  We  know  the  value  added  by  manufacture  and  by  trans- 
portation, but  what  about  the  value  added  by  the  great  mercantile 
class?  True,  data  is  gradually  accumulating  concerning  the 
fraction  of  the  final  selling  price  going  to  remunerate  this  function 
of  adding  time  utility  to  goods  but  it  is  still  complete  in  only  a  few 
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lines.  Likewise,  the  value  of  product  contributed  by  personal 
servants,  by  the  use  of  residences,  churches,  theatres,  public  build- 
ings, etc.,  is  nowhere  accurately  recorded.  Yet,  with  all  its  de- 
fects, this  is  by  far  the  easiest  path  to  follow. 

Would  it  not,  however,  be  advisable  for  the  Census  Bureau  to 
make  direct  inquiries  concerning  individual,  family,  and  corporate 
income?  Would  it  not  be  advisable  to  classify  this  income  rather 
carefully  as  to  source  using  a  classification  somewhat  like  the 
following? 

Net  Book  Income  Classified  as  to  Source 

1.  Rent  of  land 

a.  Farm  land 

b.  Mines 

c.  Urban  land 

d.  Miscellaneous  natural  resources 

2.  Rent  of  transition  or  capital  goods 

a.  Business  buildings  and  equipment 

b.  Residences 

c.  Miscellaneous 

3.  Income  from  securities 

a.  Shares  in  partnerships   or  corporations 

b.  Notes^  bonds^  etc. 

4.  Income  from  wages  or  salaries 

5.  Net  entrepreneurial  profits 

6.  Miscellaneous  income 

It  would  be  highly  desirable,  also,  if  we  could  learn  something 
about  the  annual  savings  or  deficit  in  the  family  finance,  but  it 
seems  improbable  that  this  difficult  task  could  safely  be  added  to 
the  already  heavy  and  intricate  burdens  of  the  census  enumerator. 
Some  will  doubtless  affirm  that  any  inquiries  concerning  income 
are  too  inquisitorial  to  be  entrusted  to  these  functionaries  with  any 
hope  of  getting  accurate  results.  The  strength  of  this  position  is 
lessened  by  the  fact  that  the  class  of  people  most  reticent  about 
their  financial  affairs  have  become  accustomed  to  the  inquiries 
connected  with  the  income  tax,  and  inquiries  to  which  people  are 
accustomed  are  much  less  likely  to  arouse  their  antagonism  than 
are  those  of  an  imusual  nature.  There  naturally  would  be  numer- 
ous large  errors  but,  as  in  the  case  of  the  study  of  wealth,  these 
would  probably  tend  to  offset  each  other,  since  some  would  report 
too  large  and  others  too  small  a  net  income.  The  analysis  of 
income  made  by  the  government  for  purposes  of  collecting  the  in- 
come tax  would  doubtless  prove  extremely  valuable  to  tiiose  de- 
vising questions  for  a  census  schedule.    While  it  might  be  neces- 
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sary  to  make  considerable  modifications  and  alterations,  the  diffi- 
culties and  mooted  points  have,  at  least,  been  clearly  brought  to 
Ught. 

The  income  receivers  would  naturally  be  divided  into  individu- 
als, partnerships,  and  corporations.  The  individuals  ought  prob- 
ably to  be  reclassified  on  lines  identical  with  those  used  for  wealth. 
This  plan  would  have  the  merit  of  facilitating  comparisons  of 
wealth  and  income. 

rV. — Chronological  Changes  in  Income 

So  much  for  the  desired  data  on  income  which  the  census  might 
well  attempt  to  gather  in  order  to  clarify  the  problems  of  distri- 
bution. After  such  an  investigation,  we  could  hope  to  answer 
more  definitely  questions  not  only  concerning  distribution  among 
families  but  also  among  the  factors  of  production.  These  elabo- 
rate decennial  studies  are  highly  desirable  in  order,  first,  to  give 
us  a  well-established  base  of  operation  and,  later,  to  serve  as  guide 
posts  to  prevent  us  from  wandering  into  paths  of  error.  But,  in 
nearly  every  field  of  economic  activity,  noteworthy  fluctuations 
take  place  between  the  census  years.  These  fluctuations  are 
largely  cyclical  in  their  nature  and  are  of  such  great  importance 
that  the  government  can  ill  afford  to  ignore  them  to  the  degree 
which  has  been  done  in  the  past.  To  study  these  cyclical  move- 
ments, we  need  not  decennial,  but  rather  monthly  or  at  most 
quarterly,  reports.  Evidently,  this  type  of  study  must  be  carried 
on  by  enumerators  who  are  always  in  the  field.  For  such  studies, 
complete  data  are  not  only  forbidden  by  prohibitive  expense  but 
are  absolutely  unnecessary  and  useless.  What  is  essential,  is  a 
coUection  of  samples  properly  distributed  both  geographically  and 
industrially. 

The  sampling  for  this  purpose  should  be  done  on  the  theory  of 
considering  each  citizen  equally  important.  This  means  that 
samples  should  be  collected  from  each  state  in  proportion  to  the 
population;  that  the  urban  and  rural  districts  should  furnish 
samples  in  proportion  to  the  inhabitants  residing  in  each;  and 
that  the  samples  from  each  industry  should  be  numerous  in  pro- 
portion to  the  number  of  workers  which  the  industry  employs. 
Were  it  not  found  feasible  to  apportion  the  samples  in  this  fash- 
ion, the  same  results  might  be  mathematically  obtained  by  giving 
to  each  variety  of  samples  the  weights  necessary  to  place  all 
averages  upon  the  basis  of  numbers  of  persons. 
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Stress  is  here  laid  upon  the  apportionment  of  samples  or  weights 
because  the  continuous  statistical  studies  of  the  past  have  been 
given  to  overweighting  certain  classes.  It  is  said  that,  in  the  last 
political  campaign,  the  vision  of  certain  politicians  failed  to  reach 
beyond  the  Mississippi.  Likewise,  the  visions  of  our  governmental 
statisticians  have  too  frequently  failed  to  pass  outside  the  city 
limits  or  even  outside  of  certain  factory  districts.  Continuous 
data  concerning  wages  and  hours  of  labor  are  confined  largely  to 
manufacturing  industries  and  the  unionized  trades.  Unemploy- 
ment statistics  are  usually  reported  for  trade  unions  only.  The 
statistics  for  the  mines,  the  railways,  and  the  rural  districts  are 
woefully  inadequate  and  are  almost  incomparable  with  the  results 
set  forth  by  the  federal  Bureau  of  Labor  Statistics.  There  is  no 
intent  here  to  reflect  upon  the  competence  of  the  people  in  charge 
of  the  respective  fields  of  inquiry.  They  doubtless  utilize  their 
time  and  funds  to  as  good  advantage  as  circumstances  permit. 
The  present  head  of  the  United  States  Bureau  of  Labor  Statistics 
deserves  the  highest  commendation  for  the  inunense  progress  made 
toward  putting  the  work  upon  a  scientific  basis,  especially  as  re- 
gards the  indices  of  wholesale  prices.  The  criticism  is  on  the  lack 
of  organization  which  permits  difi^erent  bureaus  to  gather  sta- 
tistics of  similar  nature  and  which  allows  purely  technical  posi- 
tions such  as  those  held  by  chiefs  of  statistical  bureaus  to  be  classi- 
fied among  the  political  spoils,  with  the  consequent  likeUhood  of 
quadrennial  changes  in  personnel. 

But  it  is  neither  necessary  nor  desirable  to  discuss  further  at 
this  time  existing  statistics.  The  fruitful  thing  is  to  ascertain 
what  new  data  are  really  essential  for  measuring  changes  in  in- 
come. Innumerable  varieties  are  desirable — ^which  are  of  greatest 
importance?    Those  that  seem  to  me  fundamental  are  as  follows: 

I.  A  General  Weighted  Price  Index  to  Measure  Changes  in  the 
Value  of  Money  with  Sub-Index  Numbers  as  follows: 

A.  Wholesale  commodities 

B.  Stocks  and  bonds 

C.  Real  estate — ^urban  and  rural 

D.  Rents — ^urban  and  rural 

£.    Labor  per  hour — classified  by  industries  and  occupations 
F.    Retail  prices 
The  data  for  this  general  index  number  should  be  weighted  as 
nearly  as  possible  in  accordance  with  the  volume  of  transactions 
in  each  field,  in  accordance  with  the  principles  laid  down  by  Pro- 
fessor Irving  Fisher. 
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II.    The  Hours  of  Labor  per  Week 

For  this  purpose,  all  employees  should  be  divided  among  the 
same  industrial  and  occupational  classes  used  for  ascertaining 
the  price  of  labor  for  the  general  price  index  described  above. 
With  information  available  concerning  the  price  of  labor  per 
hour  and  the  hours  worked  per  week,  we  are  prepared  to  tell 
something  concerning  the  fluctuations  in  the  laborers  income. 

III.    A  Consumer's  Index  of  Prices^  Subdivided  According  to  the 
Following  Classes  of  Consumers: 

A.  Rich 

B.  Upper  middle  class 

C.  Lower  middle  class 

D.  Poor 

The  consumers'  index  should  evidently  have  each  article  weighted 
in  proportion  to  the  amount  thereof  consumed  by  the  given  class. 
We  have  long  possessed  a  satisfactory  food  index  number.  Be- 
ginnings are  being  made  by  the  United  States  Bureau  of  Labor 
in  recording  the  prices  for  dry  goods  and  fuel.  But  dry  goods  are 
not  the  only  kind  of  clothing,  and  price  changes  in  so  narrow  a 
field  may  be  far  from  typical.  A  large  share  of  the  ordinary  con- 
sumer's budget  fails  to  appear  in  any  governmental  price  records. 
So  far  as  the  federal  retail  price  indices  are  concerned,  we  do  not 
live  in  houses,  wear  coats  or  shoes  or  hats,  use  electric  lights,  go 
to  the  theatres  or  movies,  ride  on  the  street  cars  or  railway  trains, 
read  newspapers,  or  pay  doctor  bills.  In  brief,  there  is  no  index 
number  in  existence  which  enables  us  to  tell  with  any  reasonable 
degree  of  accuracy  whether  either  wages  or  income  in  purchasing 
power  are  going  up  or  down.  The  institution  of  such  an  average 
index  number  seems  to  me  to  be  the  most  vital  addition  to  our 
continuous  statistics  needed  at  the  present  time. 

These  figures  should  not  only  be  gathered  for  the  present  but 
should,  so  far  as  feasible,  be  carried  back  into  the  past.  The 
obstacles  to  obtaining  standard  articles  to  represent  each  type  of 
expenditures  is  great  but  they  may  be  overemphasized.  With 
patience  and  sufficient  appropriations,  it  seems  entirely  practicable 
to  present  a  consumers'  index  extending  back  for  at  least  a  couple 
of  decades  which  would  be  accurate  enough  for  all  intents  and 
purposes.  After  all,  most  people  are  not  interested  in  minutiae 
and  a  statistician  is,  in  no  sense,  in  duty  bound  to  present  only 
figures  which  are  accurate  to  a  high  degree.  The  accountant 
must  make  his  accounts  balance  to  a  cent.  The  statistician  needs 
only  to  be  sure  that  his  figures  are  accurate  enough  to  answer 
truthfully  those  questions,  which  they  purport  to  answer  at  all. 
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IV.    Unemployment^  Subdivided  under  the   Same   Industries   and 
Occupations  Used  for  Wages 

This  fourth  principal  record  is  absolutely  essential  before  we 
can  judge  changes  in  the  income  conditions  of  the  working  classes. 
It  has  hitherto  been  deemed  impracticable  to  collect  unemploy- 
ment data  from  the  workers  themselves.  This  idea  seems  largely 
fallacious.  In  no  other  manner,  can  we  ever  hope  to  learn  very 
much  concerning  lack  of  work  among  the  unskilled  and  casual 
workers — the  classes  who  probably  suffer  most  severely  from  this 
evil.  No  employer  and  no  trade  union  secretary  can  tell  us  how 
many  weeks  these  men  were  out  of  work  during  a  given  month 
or  year. 

To  determine  variations  in  the  income  of  any  part  of  the  wage- 
earning  class  we  must  then  know  four  things:  (1)  the  wage  rate 
per  hour;  (2)  the  hours  of  labor  per  week;  (3)  the  number  of 
weeks  employed  per  year;  (4)  the  relative  prices  of  the  commodi- 
ties purchased. 

With  these  four  records  complete  we  can  picture,  with  a  fair 
degree  of  accuracy,  the  changes  in  working-class  income.  The 
fact  is  fully  recognized  that  there  is  much  income  from  other 
sources  but  the  wage  furnishes  the  only  part  in  which  there  is 
marked  variation. 

It  is,  moreover,  absolutely  essential  in  any  study  of  distribution 
and  price  changes  to  keep  separate  the  above  four  ideas.  To 
confuse  the  price  of  labor,  which  corresponds  fairly  closely  to  the 
hourly  wage,  with  the  daily,  weekly,  monthly,  or  annual  earnings, 
all  of  which  are  essentially  income  concepts,  is  to  sound  the  death 
knell  of  all  accurate  thinking  in  this  field. 

My  knowledge  of  the  methods  used  and  difficulties  involved  in 
collecting  this  type  of  data  is  so  meager  as  compared  to  that  of 
many  members  of  the  American  Statistical  Association  that  I 
hesitate  even  to  make  a  suggestion  along  this  line,  but  I  have  often 
thought  that  it  might  be  feasible  to  collect  all  of  this  information 
by  aid  of  postmen.  The  city  and  rural  mail-carriers  penetrate 
into  nearly  every  commimity  of  the  country.  They  know  the 
people;  they  could  easily  ascertain  the  facts  concerning  prices, 
wages,  hours  of  labor,  and  unemployment ;  they  are  men  of  intelli- 
gence ;  they  all  report  to  a  central  authority ;  why  are  they  not  the 
logical  men  to  gather  the  needed  data?  Of  course,  they  should 
have  some  slight  extra  recompense  to  pay  for  performing  this  new 
task,  but  the  expense  involved  should  be  comparatively  triviaL 
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V. SUMMABT 

The  ideas  which  I  have  attempted  to  set  forth  here  might  be 
summed  up  as  follows: 

1.  We  need  an  enumeration  of  the  most  important  problems 
to  be  solved. 

2.  The  facts  necessary  to  solve  these  problems  should  be  ac- 
curately determined  upon. 

It  would  be  the  legitimate  function  of  a  joint  committee  of  the 
American  Statistical  and  Economic  Associations  to  outline  both 
of  the  above  fields  in  detail. 

3.  The  present  duplication  of  work  in  these  fields  by  different 
state  and  federal  bureaus  should  be  eliminated,  all  statistical  work 
of  this  nature  being  placed  under  the  direction  of  one  central 
authority. 

4.  This  central  bureau  should  so  systematize  the  work  as  to  give 
unity  and  continuity  to  the  entire  field.  The  principal  averages 
of  wages,  prices,  etc.,  should  be  presented  monthly  with  a  prompt- 
ness and  regularity  approaching  that  which  characterizes  the  ap- 
pearance of  the  reports  of  the  Weather  Bureau  or  the  index  num- 
bers published  by  financial  magazines. 

We  are  fond  of  boasting  of  American  efficiency  and  here  seems 
to  be  an  opportunity  of  demonstrating  our  claims  in  this  line  by 
putting  into  operation  some  such  program  as  the  one  just  out- 
lined. If  successfully  executed,  this  would  certainly  set  far  to 
the  front  a  new  standard  in  the  field  of  wealth  and  income 
statistics. 
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—DISCUSSION 

Davis  R.  Dbwby. — The  subject  of  the  amount  of  national  wealth 
is  an  alluring  field  into  which  doubtless  many  of  us  have  at  one  time 
or  another  made  a  visit.  To  me^  however^  it  has  proved  a  land  of 
mystery;  and  yet^  why  should  it?  The  data  which  have  been  col- 
lected for  the  United  States  in  regard  to  the  amount  of  wealth  and  its 
character  appear  very  definite.  We  are  told^  for  example^  that  in 
191£  there  was  $188^000^000^000;  and  we  can  figure  out  the  amount  per 
capita  and  the  amount  per  family.  We  know  what  this  wealth  in- 
cludes; as^  for  example^  real  estate  including  buildings  and  improve- 
ments^ not  only  of  private  individuals  but  also  of  the  government.  It 
includes  live  stocky  farm  implements  and  machinery^  manufacturing 
machinery^  tools^  and  implements^  coin^  railroads  and  their  equipment^ 
street  railways^  telegraph  and  telephone  systems^  the  products  of  ag- 
riculture^ manufacturings  and  minings  furniture^  carriages^  etc.  All 
these  items  are  denoted  in  the  census  bulletins  with  specific  amounts. 
Is  this  total  figure^  however^  which  is  given  by  the  census^  a  reasonable 
one?  It  is  difficult  to  comprehend  the  significance  of  $188^000^000^000. 
If  there  be  a  multi-millionaire  in  the  country  with  a  wealth  of  a  billion 
dollars^  it  means  the  total  wealth  of  the  nation  is  188  times  as  much. 
A  billion  is  approximately  the  wealth  returned  for  the  state  of  Maine^ 
or  for  Vermont  and  New  Hampshire  together.  I  am  not  willing  to 
believe  that  the  wealth  of  the  nation  is  not  far  greater  than  the  wealth 
of  any  one  individual  as  measured  by  188  to  1.  In  other  words^  when 
we  speak  of  the  wealth  of  a  millionaire^  we  are  valuing  it  by  a  yard- 
stick or  economic  measure  which  differs  from  that  by  which  we  are 
measuring  the  total  wealth  of  the  United  States. 

For  what  purposes  do  we  desire  these  statistics  of  wealth?  There 
are  two:  in  order  to  throw  light  upon  the  distribution  of  wealthy  as  to 
compare  the  total  amount  of  wealth  in  the  country  with  the  wealth  of 
an  individual  or  group  of  individuals;  and^  secondly^  to  measure  the 
increase  of  wealth. 

On  the  first  point,  then,  it  seems  to  me  that  the  statistics  which  we 
have  at  hand  throw  very  little  light. 

In  regard  to  the  increase  of  wealth,  according  to  the  estimate  of  the 
census,  the  total  was  $89,000,000,000  in  1900  and  $188,000,000,000  in 
1912.  This  means  that  the  wealth  more  than  doubled  in  the  twelve 
years  between  1900  and  1912.     Notwithstanding  these  figures,  I  mm 


Digitized  by 


Goot 


The  Concentration  of  Wealth — Discussion  173 

again  slow  to  believe  that  the  amount  of  wealthy  in  any  sense  which  has 
social  significance,  increased  in  such  amount.  The  explanation  for  the 
figures  probably  lies  in  the  inflated  values  in  191£  as  compared  with 
1900.  Moreover,  in  all  estimates  of  national  wealth  there  is  danger  of 
omitting  from  the  estimate  socialized  wealth.  Wealth  which  is  trans- 
ferred from  individual  ownership  and  which  becomes  a  common  pos- 
session is  likely  to  shrink  in  terms  of  monetary  value.  For  these 
reasons  it  seems  to  me  that  the  figures  thus  far  published  do  not  con- 
tribute very  much  to  the  solution  of  economic  problems  as  they  present 
themselves  to  students  at  the  present  time. 

Gborok  £.  Roberts. — I  have  no  criticism  to  make  of  the  papers 
which  have  been  presented,  but  before  the  discussion  closes  I  should 
like  to  see  a  little  more  emphasis  given  to  one  phase  of  the  subject. 
The  question  is  whether  the  available  figures  for  the  distribution  of 
wealth  really  mean  what  they  appear  to.  The  figures  commonly  used 
purport  to  show  the  ownership  of  wealth,  and  they  relate  almost  en- 
tirely to  the  ownership  of  productive  property,  and  they  certainly  do 
not  give  a  true  showing  of  the  distribution  of  the  necessities  and  com- 
forts of  every-day  life. 

Professor  King  has  divided  wealth  into  four  classes,  but  for  the 
point  I  am  making  I  would  divide  it  into  two  classes.  There  is  the 
class  composed  of  things  which  minister  directly  to  our  wants  and 
welfare,  such  as  food,  clothing,  houses,  schools,  hospitals,  etc.,  and 
there  is  the  class  which  is  the  class  composed  of  productive  property, 
which  is  useful  only  as  it  produces  the  goods  and  services  of  the  first 
class.  It  is  in  the  ownership  of  property  of  this  second  class  that  the 
inequality  of  wealth  as  shown  by  statistics  exists.  But  these  statistics 
are  not  as  significant  as  they  are  usually  represented  to  be,  because  the 
benefits  of  productive  property  are  not  restricted  to  the  owners.  On 
the  contrary,  they  are  shared  by  every  person  in  the  conmiunity.  The 
benefits  of  the  development  of  the  steam  engine  are  not  confined  to 
the  owners  of  steam  engines ;  the  benefits  of  railways  are  not  confined 
to  the  owners  of  railway  shares.  We  have  seen  in  the  last  few  years 
a  vast  expenditure  of  money  for  the  improvement  of  railway  terminals 
about  New  York,  and  the  benefits  of  these  improvements  will  go  to  all 
the  residents  of  the  country,  not  simply  to  the  owners  of  the  railways 
or  the  residents  of  New  York,  but  to  the  people  of  the  whole  country. 
It  has  been  recently  demonstrated  that  important  economies  can  be  ef- 
fected by  the  use  of  electricity  for  motive  power  on  the  railways,  and 
it  ifl  desirable,  not  only  from  the  standpoint  of  the  railways  but  from 
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the  standpoint  of  the  public  that  capital  shall  be  so  invested.  Im- 
provements of  this  kind  are  a  part  of  the  industrial  equipment  of 
the  country^  no  matter  who  owns  them^  and  yield  benefits  to  the  public 
that  are  vastly  more  important  than  the  benefits  to  the  owners. 

If  we  reflect  we  shall  see  that  practically  all  of  the  great  ex- 
penditures for  new  construction  and  equipment  which  are  going  on 
about  us  are  for  the  purpose  of  providing  for  the  wants  of  the  public. 
These  improvements  mean  that  the  production  of  goods  is  constantly 
increasing  very  much  faster  than  population,  and  the  only  way  these 
goods  can  be  distributed  is  by  such  a  continual  readjustment  of  wages 
and  prices  as  will  enable  the  masses  of  the  people  to  buy  them. 

In  short,  the  distribution  of  wealth  which  is  shown  by  the  statistics 
of  ownership  is  not  a  true  and  final  distribution.  A  great  many  people 
who  have  very  good  incomes  spend  them  as  they  go  along  and  do  not 
figure  in  ownership  at  all.  On  the  other  hand  a  man  who  puts  the 
major  portion  of  his  income  back  into  productive  property  increases  the 
supply  of  goods  for  distribution,  reduces  the  prices  for  all  consumers, 
and  shares  the  benefits  of  his  wealth  with  the  public.  Real  distribution 
must  be  measured  at  the  point  of  consumption. 

Robert  L.  Hale. — If  I  understand  Mr.  Roberts'  point  correctly, 
it  is  that  the  manner  in  which  wealth  is  distributed  is  of  no  great 
moment,  inasmuch  as  there  is  a  natural  limit  to  the  amount  which 
anyone,  however  rich,  can  consume,  and  as  the  balance  above  what 
any  man  consumes  is  put  back  into  industry  and  thus  benefits  the 
public  as  much  as  if  they  owned  it.  If  this  point  is  sound,  it  seems 
to  me  that  a  great  deal  of  energy  is  being  wasted  in  attempts  to  prevent 
theft  and  political  graft.  Why  worry  if  the  Tammany  grafter  or  even 
the  ordinary  thief  gets  hold  of  something  to  which  he  is  not  entitled? 
He  will  only  consume  part  of  it  and  with  the  rest  he  may  build  a 
cotton  warehouse. 

Yet  we  do  worry — Mr.  Roberts,  I  presume,  with  the  rest  of  us. 
Why?  Why  do  those  of  us  who  differ  with  Mr.  Roberts  worry  over 
the  unequal  distribution  of  wealth?  Because  in  the  first  place  it  does 
divert  a  great  deal  of  the  wealth  which  is  being  produced  into  chan- 
nels where  it  serves  to  gratify  the  superfluous  wants  of  the  rich 
rather  than  the  more  pressing  wants  of  the  poor.  Because,  in  the 
second  place,  a  great  deal  of  it  comes  as  a  consequence  of  the  owner 
deliberately  limiting  the  amount  of  his  output,  thus  diminishing  the 
total  production  of  wealth.     Because,  in  the  third  place,  the  failure 
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of  the  government  to  take  back^  as  change^  that  part  of  the  large  in- 
comes granted  bj  it  (through  the  law  of  property)  which  does  not 
act  as  an  incentive  to  production^  makes  it  necessary  to  impose  taxes 
which  do  trench  on  the  necessary  incentive  and  which  thus^  by  lessen- 
ing production^  increase  the  cost  of  living.  Because^  lastly^  the  choice 
of  the  channels  into  which  industry  should  be  made  to  flow  ought  not 
to  be  left  to  the  whims  of  a  comparatively  few  rich  men  to  whom  the 
government  seems  at  present  to  have  delegated  the  power  so  to  choose. 
Precisely  what  forms  of  income  could  be  more  equally  distributed 
without  checking  the  incentive  to  produce  is  another  question.  It  is 
one  3vhich  Mr.  Roberts  does  not  attempt  to  answer^  since  from  his 
point  of  view  it  is  irrelevant.  But  equally  irrelevant^  from  his  point 
of  view,  must  be  any  dispute  as  to  the  title  to  any  property. 
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CLOSE  OF  THE  EUROPEAN  WAR— WITH  SPECIAL 

REFERENCE  TO  THE  GOLD  SUPPLY 

By  Geobge  E.  Robebts 
New  York  City 

The  war  and  the  derangement  of  industry  and  world  trade  in- 
cidental thereto  have  caused  an  international  shift  of  gold  of  im- 
mense proportions,  besides  which  they  have  brought  into  sight 
and  into  monetary  use  a  large  amoimt  of  gold  heretofore  hoarded 
and  idle,  and  occasioned  very  large  issues  of  paper  money  in  the 
warring  coimtries.  The  effect  is  to  increase  aiormously  the  world's 
supply  of  money,  and  as  these  developments  are  still  going  on, 
and  likely  to  continue  for  some  time,  the  question  of  what  effect 
this  increase  will  have  upon  the  level  of  prices  and  the  general 
state  of  credit,  industry,  and  business  becomes  an  exceedingly  in- 
teresting and  important  one. 

Since  the  beginning  of  the  war  the  United  States  has  made  a 
net  gain  of  gold,  according  to  Treasury  estimates,  of  nearly 
$1,000,000,000,  or  over  50  per  cent;  the  state  banks  of  six  neutral 
coimtries  of  Europe,  viz.,  Norway,  Sweden,  Denmark,  Holland, 
Switzerland,  and  Spain,  have  gained  $390,000,000,  or  about  107 
per  cent.  Argentine  has  gained  about  $100,000,000.  In  all,  the 
neutral  countries  have  added  approximately  $1,600,000,000  to 
their  gold  stocks.  Japan,  which,  although  a  belligerent  is  com- 
mercially rather  in  the  position  of  a  neutral,  has  added  $42,000,- 
000  to  the  reserves  of  her  national  bank.  While  these  gains  were 
being  made  elsewhere,  the  belligerent  countries  of  Europe  have  not, 
on  the  whole,  lost  gold.  The  Reichsbank  of  Germany  has  in- 
creased its  holdings  since  the  war  began  from  about  $328,000,000 
to  about  $600,000,000.  The  larger  part  of  this  gain  is  under- 
stood to  have  come  from  gold  coin,  ornaments,  plate,  etc.,  turned 
into  the  bank  by  the  people  of  Germany  in  exchange  for  the  bank 
notes,  but  a  portion  of  it  may  have  come  from  the  Bank  of  Austria- 
Hungary,  which  at  the  outbreak  of  the  war  held  about  $S50,000,- 
000  and  has  published  no  report  since.  The  Bank  of  England 
holds  on  its  own  account  about  $75,000,000  more  than  at  the 
beginning  of  the  war  and  also  holds  about  $142,000,000  as  a  re- 
demption fund  against  the  exchequer  notes.  The  Bank  of  France 
held  in  its  own  vaults  about  $65,000,000  less  than  at  the  outbreak 
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of  the  war,  but  shows  in  its  statement  gold  holdings  or  credits 
abroad  amounting  to  about  $276,000,000.     The  latter  probably 
represents  its  contributions  to  the  allied  pool.    The  Bank  of  Rus- 
sia also  shows  large  gold  credits  abroad,  and  although  for  a  time 
it  showed  more  gold  in  vault  than  at  the  beginning  of  the  war,  it 
now  shows  about  $25,0009000  less  than  at  that  time.    The  Bank 
of  Italy  has  lost  about  $30,000,000.    All  together,  not  counting 
the  French  and  Russian  credits  in  other  countries,  the  five  belliger- 
ent countries  named  have  about  $376,000,000  more  in  their  bank- 
ing and  currency  reserves  than  when  the  war  began.     This  takes 
no  account  of  gold  in  the  allied  pool,  if,  as  understood,  these  funds 
do  not  appear  in  the  statements  of  the  Bank  of  England.    Before 
the  war  the  National  Bank  of  Belgium  held  approximately  $60,- 
000,000,  which  presumably  has  been  added  to  the  reserves  of  the 
Bank  of  England  or  the  Bank  of  France.    The  total  net  increase 
in  available  gold,  in  all  countries,  according  to  these  figures,  is 
about  $1,870,000,000.    The  world's  production  of  gold  from  the 
mines  has  been  about  $1,000,000,000  in  two  years,  and  the  con- 
sumption of  new  gold,  although  presumably  much  less  than  usual, 
must  have  been  at  least  from  $76,000,000  to  $100,000,000  per 
year.    If  these  figures  are  accepted,  the  amount  of  gold  gathered 
into  the  great  central  banks  from  other  banks  and  from  circula- 
tion, from  private  hoards,  and  recovered  from  use  in  the  arts, 
would  aggregate  approximately  $1,000,000,000.     Knowing  what 
has  been  done  in  Germany  and  France,  this  is  an  entirely  reason- 
able estimate. 

It  is  not  likely  that  the  countries  at  war,  excepting  Japan,  will 
be  able  to  add  to  their  gold  stocks  during  the  war.  The  new 
production,  running  at  $600,000,000  per  year,  will  go  to  the 
neutral  countries,  and  the  present  holdings  of  Great  Britain, 
France,  Italy,  and  Russia,  probably  will  be  depleted  by  payments 
to  the  neutral  countries.  Norway,  Sweden,  and  Denmark  have 
now  raised  obstacles  to  the  importation  of  gold,  and  the  Bank  of 
the  Netherlands  is  discouraging  further  importations.  It  looks  as 
though  the  United  States  would  have  to  take  the  bulk  of  the 
world's  production  and  of  the  stores  released  by  Europe. 

The  increase  in  paper  money  outstanding  in  the  countries  under 
review  has  been  as  follows : 
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Great  Britain    ^TiOfiOOflOO 

France 9fi9Sfl00fi00 

Germany    1,384^10,000 

Austria-Hungary no  report 

Italy    358,890,000 

Russia 2,976,2496,000 

Norway   89,716,000 

Sweden   iMfi6,000 

Denmark    31,000,000 

Holland    168,866,000 

Switzerland   39,096,000 

Spain 78,860,000 

Japan   48,460,000 

98,031,106,000 

Action  of  Scandinavian  Countries 

To  an  important  extent  the  issues  of  paper  money  represent 
bank  notes  given  in  exchange  for  gold,  so  that  gold  and  paper 
additions  should  not  both  be  counted  as  effective  upon  prices.  In 
Holland,  for  instance,  the  increase  does  not  signify  an  expansion 
of  credit,  for  the  loans  and  discounts  of  the  Bank  of  the  Nether- 
lands are  less  now  than  before  the  war.  The  outstanding  notes 
of  this  bank  amount  to  $295,000,000  and  its  gold  reserve  is  about 
$244,000,000.  Its  notes  are  almost  like  our  gold  certificates.  As 
gold  has  flowed  into  the  country,  it  has  been  deposited  in  the  bank 
in  exchange  for  notes,  the  latter  being  the  more  convenient  form  of 
money,  and  it  not  being  the  custom  on  the  Continent  to  keep  bank 
accounts  for  checking  purposes.  The  notes  have  been  put  out 
against  gold  rather  than  through  loans.  And  the  same  is  true  of 
the  other  neutral  countries  of  Europe.  Their  loans  and  discounts 
are  generally  lower  than  before  war. 

Norway,  Sweden,  and  Denmark  have  passed  legislation  author- 
izing the  central  banks  of  those  countries  to  decline  giving  their 
notes  for  gold,  and  the  banks  have  adopted  that  policy.  The 
reason  for  this  action  is  that  more  gold  is  not  needed  to  support 
the  business  of  these  countries,  and  its  presence  is  deemed  likely 
to  produce  speculation  and  inflation.  It  isn't  in  human  nature  to 
stand  idle  with  money  at  command  and  see  other  people  making 
unusual  profits  and  not  get  into  the  game.  This  is  the  secret  of 
the  influence  of  increasing  supplies  of  money  upon  prices. 

Ordinarily,  this  policy  of  refusing  gold  would  be  considered 
crazy.  It  would  interfere  with  foreign  trade  and  stop  the  exports 
of  the  countries  adopting  the  policy.    But  nothing  can  stop  their 
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export  under  present  conditions,  and  this  action  is  taken  to  com- 
pel exporters  to  either  import  commodities  which  are  now  oppres- 
sively high  in  these  countries,  or  make  investments  abroad.  It 
sounds  very  strange  to  hear  of  a  country's  compelling  its  own 
citi2ens  to  invest  their  capital  abroad  instead  of  at  home,  but  that 
is  precisely  the  attitude  of  the  Scandinavian  countries  at  the  pres- 
ent time.  Holland  has  the  same  attitude,  although  it  has  passed 
no  legislation,  but  has  been  taking  its  trade  balance  against  Eng- 
land in  British  Treasury  bills.  The  public  men  and  bankers  of 
these  countries  recognize  that,  under  present  conditions,  additions 
to  their  money  supply  will  be  harmful  rather  than  beneficial. 

Banking  Situation  in  the  United  States 

The  total  stock  of  gold  in  the  United  States  at  the  close  of 
June,  1914,  was  officially  estimated  at  $1,890,678,000,  at  the  same 
date  in  1915  at  $1,993,549,000,  at  the  same  date  in  1916  at 
$2,686,000,000,  and  on  November  1,  1916,  at  $2,700,186,976. 
The  figures  for  the  amount  of  gold  in  all  banks  are  not  available 
for  these  dates,  but,  including  gold  certificates,  the  holdings  of 
national  banks  and  the  twelve  federal  reserve  banks  and  reserve 
agents  at  the  close  of  June,  1915,  aggregated  $849,852,870,  and 
on  the  same  date  in  1916  aggregated  $912,657,000. 

The  loans  and  discounts  of  all  national  banks,  and  of  all  state 
banks  and  private  banks  and  trust  companies  making  public  re- 
ports, on  June  28,  1914,  aggregated  $15,288,857,288;  on  June 
80,  1916,  aggregated  $16,722,440,177;  and  on  June  80,  1916, 
aggregated  $17,811,000,000. 

The  loans  and  discounts  and  investments  in  bonds  and  other 
securities  of  national  banks  were  $8,881,000,000  on  June  80, 
1914;  $8,824,000,000  on  June  28,  1916;  $9,986,000,000  on  June 
80,  1916;  and  $10,212,000,000  on  September  12,  1916. 

The  summary  of  the  condition  of  all  national  banks  on  Sep- 
tember 12,  1916,  prepared  by  the  Comptroller  of  the  Currency, 
shows  the  percentage  of  cash  reserves  held  by  each  of  the  three 
classes  of  national  banks  to  have  been  as  given  below : 

Actual  Legal 

Reserves  Reserves 

per  cent  per  cent 

Central  reserve  city  banks 30S9  18 

Reserve  city  banks 24.80  15 

Country  banks  96.53  12 

The  central  reserve  city  banks  are  loaned  up  much  more  closely 
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than  the  reserve  city  banks,  and  the  latter  are  loaned  up  more 
closely  than  the  country  banks.  The  latter,  however,  presumably 
have  their  surplus  largely  with  the  first  two,  and  the  reserve  city 
banks  have  their  surplus  largely  with  the  central  reserve  city 
banks.  The  figures  for  vault  holdings  are  not  available  at  this 
writing.  The  federal  reserve  banks  are  using  their  lending  powers 
but  slightly. 

The  reserve  city  and  country  banks  could  largely  increase  their 
loans,  but  in  doing  so  they  would  have  to  draw  down  their  balances 
with  correspondent  banks  or  transfer  them  to  the  federal  reserve 
banks  and  the  central  reserve  city  national  banks  would  have  to 
reduce  their  loans  materially,  although  by  a  less  amount  than  the 
increase  in  other  banks.  Including  the  federal  reserve  banks, 
there  is  room  for  large  credit  expansion  upon  present  reserves,  and 
of  course  further  importations  of  gold  will  add  to  the  reserves. 

We  are  interested  to  know  in  the  first  instance  what  influence 
this  abundant  and  increasing  supply  of  standard  money  will  have 
upon  business  affairs  in  the  United  States.  Evidently  the  ques- 
tion is  directly  related  to  the  so-called  quantitative  theory  of 
money,  which  has  been  a  very  common  subject  of  controversy 
among  economists. 

The  Quantitative  Theory  of  Money 

The  arguments  over  the  quantitative  theory  are  usually  so 
complicated  by  qualifications  and  explanations  and  obscured  by 
various  influences  affecting  the  situation  that  the  issue  is  not  very 
clearly  made.  Moreover,  the  distinction  between  standard  money 
has  not  always  been  clearly  made.  The  quantitative  theory  has 
been  so  often  appealed  to  as  an  authority  for  inflating  the  cur- 
rency by  legislative  action  that  many  people  have  become  habitu- 
ally antagonistic  to  it.  The  point  at  which  the  issue  is  joined  is 
over  the  question  whether  an  increase  in  the  volume  of  money  con- 
stitutes in  itself,  or  naturally  creates,  an  increased  demand  for 
commodities.  Those  who  say  no  argue  that  commodities  them- 
selves create  the  demand  for  each  other.  A  good  crop,  they  say, 
creates  a  demand  from  the  farmers  for  manufactures,  and  the 
products  of  the  farm  are  exchanged  for  the  products  of  the  fac- 
tories by  means  of  bank  credit,  the  clearing  houses,  and  to  a  rela- 
tively small  extent  by  the  use  of  money.  These  agencies,  they  say, 
are  the  incidents  and  conveniences  of  trade,  as  are  railway  cars, 
but  the  impulse  to  trade  is  back  of  them  all  and  you  can  no  more 
create  a  demand  for  goods  by  increasing  the  supply  of  money  than 
by  increasing  the  supply  of  railway  cars. 
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But  money  is  subject  to  the  same  influences  which  affect  the 
value  of  any  commodity.  If  the  supply  is  increased,  more  will  be 
offered  in  the  exchanges  and  the  value  will  be  lower.  Moreover, 
the  above  view  overlooks  the  fact  that  gold  is  not  only  a  medium 
of  exchange  but  the  standard  of  value  and  basis  of  credit  the 
world  over.  Gold  is  a  commodity  which  has  extraordinary  range 
of  utility.  It  is  not  only  money  but  capital,  and  the  most  liquid 
form  of  capital.  It  can  be  readily  converted  into  any  other  kind 
of  reproducible  property.  The  man  who  has  $100,000  of  capital 
invested  in  a  mill  may  not  be  able  to  convert  it  into  cash,  but  the 
man  who  has  $100,000  in  gold  can  hire  labor  and  buy  machinery 
and  have  a  mill  in  a  short  time,  and  that  is  precisely  what  he  will 
do  if  the  returns  from  milling  property  are  long  maintained  above 
ordinary  interest  rates. 

It  is  this  universal  convertibility  which  gives  gold  its  command- 
ing influence  in  the  business  world,  and  makes  it  different  from  a 
mere  instrument  like  a  railway  car.  The  man  who  has  gold  at  his 
conmiand  is  a  possible  competitor  in  every  business,  anywhere  in 
the  world.  Experience  shows  that  uhder  normal  conditions  men 
will  not,  for  any  length  of  time,  sit  with  idle  money  in  their  hands 
while  business  about  them  is  prosperous.  They  may  attempt  to 
buy  into  going  concerns,  which  will  bring  about  a  rise  of  stocks, 
but  after  the  value  of  these  going  properties  has  risen  above  the 
cost  of  duplicating  them  there  is  an  inducement  to  hire  labor,  buy 
materials,  and  construct  more  plants.  In  this  manner  an  increas- 
ing supply  of  standard  money  becomes  effective  upon  prices.  The 
new  supply  is  indistinguishable  from  the  old,  it  increases  the  bank 
reserves,  it  lowers  the  rate  of  interest  until  it  finds  employment, 
and  in  the  process  of  employment  it  creates  a  demand  for  property 
and  for  labor  and  materials. 

It  is  true  that  the  use  of  bank  credit  and  modem  banking  or- 
ganization economizes  the  use  of  standard  money,  but  this  means 
an  increase,  not  a  decrease,  in  its  efficiency  and  influence. 

Under  normal  conditions,  the  influence  of  increasing  supplies  of 
money  in  one  country  is  modified  by  the  intimate  relations  existing 
between  all  countries  in  the  modem  world.  An  influx  of  gold,  in- 
creasing bank  reserves  with  the  subsequent  influence  upon  industry 
and  prices,  cannot  go  far  without  setting  counteracting  influences 
in  motion.  The  country  experiencing  this  phenomenon  becomes 
a  good  market  in  which  to  sell  both  securities  and  commodities, 
the  inflow  of  gold  is  automatically  checked,  and  the  movement 
I>088ibly  reversed.    Familiarity  with  these  tendencies  has  resulted 
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in  the  development  of  a  rule  of  action  by  the  central  banking  insti- 
tutions of  all  countries,  through  which,  by  contracting  or  expand- 
ing credits  they  modify  and  to  a  considerable  extent  control  the 
movements  of  gold.  The  theory  of  this  rule  is  that  by  arbitrarily 
contracting  credit  they  may  exert  the  same  influence  that  would 
result  from  an  outflow  of  gold,  and  that  by  relaxing  their  grip 
upon  credit  they  create  the  same  effect  that  would  follow  upon 
importations  of  gold ;  and  that  it  is  better  to  have  these  influences 
controlled  by  a  responsible  and  conservative  authority  than  left 
to  the  free  play  of  the  markets,  which  are  often  subject  to  extreme 
action  and  reaction. 

Under  present  conditions,  however,  all  these  restraints  arising 
from  international  relations  are  in  suspension.  The  fact  that 
prices  rise  here  does  not  curtail  our  exports,  because  the  demands 
are  imperative  and  can  be  supplied  only  here,  and  has  but  little 
effect  upon  our  imports,  because  the  foreign  supply  is  limited. 
With  a  great  trade  balance  in  our  favor,  gold  must  continue  to 
come  in  unless  we  make  foreign  loans  or  repurchase  foreign  hold- 
ings of  our  securities  fast  enough  to  settle  our  claims. 

How  Money  Works  Into  Use 

The  developments  of  the  past  year,  together  with  present  con- 
ditions and  tendencies,  show  quite  plainly  the  natural  influence  of 
these  gold  importations.  Our  bank  loans  have  increased  by  over 
$1,000,000,000,  which  is  more  than  double  the  increase  in  any 
previous  year  of  our  history.  The  inducement  and  temptation  to 
loan-expansion  is  very  great  and  will  increase  with  further  impor- 
tations. All  of  the  importations  go  directly  into  banks.  The 
competition  of  the  banks  for  deposits  has  been  but  slightly,  if  at 
all,  modified  by  the  plethora  of  money,  as  shown  by  a  statement  of 
the  City  Chamberlain  of  New  York  in  alloting  the  deposits  of  city 
money  for  the  three  months  beginning  November  1,  1916.  He 
stated  that  the  rates  of  interest  to  be  paid  ranged  from  S  to  8 
per  cent  and  that  the  number  of  banks  bidding  high  rates  was 
greater  than  ever  before.  Banks  cannot  afford  to  pay  interest 
upon  deposits  and  have  the  money  lie  idle;  a  low  rate  is  better 
than  nothing,  and  low  rates  only  are  obtainable  now.  A  bor- 
rower is  a  benefactor,  helping  the  banks  to  carry  unprofitable 
accounts.  On  the  other  hand,  with  a  demand  for  all  kinds  of 
goods  running  ahead  of  supply,  and  with  unusual  profits  in  al- 
most  every  line,  the  temptation  to  borrow  for  the  purpose  of  buy- 
ing into  going  concerns,  or  for  enlarging  profitable  concerns,  or 
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for  starting  new  enterprises,  is  very  great.  But  industry  is  al- 
ready working  to  its  maximum  capacity.  The  concern  which  sets 
out  to  increase  its  capacity,  or  the  individual  who  sets  up  a  new 
enterprise,  must  begin  by  hiring  labor  away  from  some  present 
employer  by  offering  a  higher  wage,  and  by  bidding  over  competi- 
tors for  equipment  and  materials.  The  effect  is  to  raise  wages 
and  prices,  and  this  movement  is  going  on  all  around  the  circle 
of  the  industries  and  is  bound  to  go  on,  so  long  as  bank  reserves 
increase  and  the  profits  of  industry  are  large  enough  to  encourage 
expansion.  This  competition  of  a  rapidly  increasing  supply  of 
capital  for  a  limited  supply  of  labor  does  not  increase  production, 
except  as  that  may  result  from  the  concentration  of  labor  in  the 
industries  that  can  afford  to  pay  the  highest  wages,  and  in  trans- 
ferring labor  from  the  making  of  current  supplies  to  the  construc- 
tion and  improvement  of  productive  works.  A  considerable  share 
of  the  present  congestion  in  the  steel  industry  is  due  to  the  amount 
of  labor  employed  in  enlarging  the  steel  works.  This,  however, 
for  the  time  being,  contributes  to  the  rise  of  prices  in  the  steel 
products. 

Restraining  Influences 

Undoubtedly  the  people  of  this  country  have  been  kept  under 
a  large  degree  of  restraint  by  their  own  sense  of  prudence.  They 
have  recognized  that  present  conditions  are  abnormal  and  present 
profits  temporary.  Otherwise  a  stock  having  $100  of  assets  be- 
hind each  share  and  earning  at  the  rate  of  $40  or  $50  per  share 
per  annum  would  be  selling  for  more  than  $125  per  share.  If  the 
farmers  had  any  assurance  that  the  prices  of  wheat  in  the  last 
two  years  would  rule  for  many  years  to  come,  farm  lands  would 
advance  in  value,  the  farmers  would  be  more  active  bidders  for 
labor,  and  the  loans  of  country  banks  would  go  up  rapidly.  The 
situation  is  held  in  check  by  uncertainty  and  the  fuU  natural  effect 
of  such  an  increase  in  gold  reserves  is  not  obtained. 

There  are  various  restraints  upon  the  immediate  influence  of 
these  increasing  reserves.  A  general  readjustment  of  wages  and 
prices  works  out  gradually.  Wages,  prices,  and  charges  of  all 
kinds  do  not  change  uniformly ;  custom  has  much  to  do  with  them. 
Hence  a  rise  of  prices,  particularly  of  necessaries,  curtails  the 
purchases  of  many  people,  interferes  with  general  distribution, 
and  thus  puts  a  brake  on  the  expansive  tendency.  If  gold  con- 
tinues to  come  in  faster  than  it  can  be  absorbed  it  is  dead  in  the 
reserves,  without  effect. 
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Reaching  an  Equilibrium 

How  will  the  situation  work  itself  out  and  come  into  a  position 
of  stability  again?  If  the  United  States  was  wholly  cut  off  from 
the  rest  of  the  world,  and  had  to  look  forward  to  living  within 
itself  in  the  future,  wages  and  prices  would  adjust  themselves,  as 
we  see  them  tending  to  do,  to  this  stock  of  gold,  and  upon  such  a 
level  that  it  would  require  all  of  this  gold  to  support  the  exchanges 
and  maintain  normal  bank  reserves. 

But  we  must  not  only  reach  an  equilibrium  between  our  gold 
reserves  and  our  level  of  prices,  we  must  get  back  to  a  normal 
equilibrium  between  the  level  of  prices,  wages,  and  interest  in  this 
coimtry  and  the  level  abroad,  as  before  the  war.  We  cannot  be 
cut  off  from  the  rest  of  the  world,  and  when  the  war  is  over  all  the 
influences  which  formerly  operated  to  maintain  an  equilibrium,  by 
the  daily  movement  to  and  fro  of  commodities,  securities,  and  gold, 
will  be  in  operation  again.  There  will  be  a  steady  pressure,  like 
that  of  gravity,  until  the  balance  is  restored. 

Prices  After  the  War 

After  the  war  is  over  and  the  armies  of  Europe  are  returned  to 
industry,  and  the  millions  more  now  engaged  in  making  munitions 
are  returned  to  the  peace  trades,  the  supply  of  commodities  will 
rapidly  increase,  presumably  prices  will  decline,  and  the  extra- 
ordinary demands  upon  us  fall  away.  In  view  of  the  number  of 
workers  looking  for  employment  over  there,  and  the  influence  of 
our  gold  supply  upon  prices  here,  it  seems  likely  that  costs  will 
fall  faster  there  than  here,  and  judging  from  past  experience  we 
must  expect  a  trade  balance  against  us  and  a  heavy  outflow  of 
gold.  We  shall  be  gorged  with  gold,  and  ours  will  apparently  be 
about  the  most  uninviting  country  in  the  world  in  which  to  employ 
it,  by  reason  of  the  scarcity  of  labor  and  the  high  cost  that  will 
attach  to  all  capital  expenditures.  On  the  other  hand,  Europe 
will  be  short  of  capital  and  have  a  large  supply  of  labor,  and  will 
be  in  want  of  all  kinds  of  goods,  equipment,  and  construction 
work,  to  say  nothing  of  her  desire  to  recover  her  foreign  trade. 
Although  there  may  be  an  immediate  rush  to  replenish  bare  shelves 
from  America,  or  to  refit  factories  with  American  machinery  for 
the  sake  of  expediting  the  resumption  of  industry,  we  cannot  ex- 
pect that  Europe  for  very  long  will  buy  in  this  dear  market  the 
things  that  she  can  make  for  herself.  Those  countries  which  have 
a  depreciated  currency  will  have  to  pay  a  high  exchange  rate  in 
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addition  to  our  high  prices.  Furthermore,  in  view  of  our  high 
price  level  we  cannot  expect  this  country  to  be  as  favorable  a 
place  at  which  to  manufacture  for  world  trade  as  the  European 
countries.  Capital  and  labor  must  get  together  at  some  spot 
where  raw  materials  and  coal  or  water  power  are  available,  in 
order  to  develop  manufacturing.  We  shall  have  capital  after  the 
war  but  shall  not  have  labor  enough  to  employ  it.  ^The  labor  of 
Europe  and  the  capital  of  America  will  have  to  be  brought  to- 
gether. Will  labor  come  here  or  will  capital  go  there?  One  or 
the  other  must  occur  before  the  equilibrium  is  restored. 

An  Export  of  Capital 

Conditions  seem  to  favor  the  transfer  of  capital,  in  the  form  of 
gold,  to  Europe  rather  than  the  removal  of  population  from 
Europe  to  America.  This  will  certainly  be  true  if  costs  are  going 
to  fall  more  rapidly  in  Europe  than  in  America,  and,  besides, 
European  governments  may  raise  obstacles  to  emigration. 

The  natural  readjustment  would  seem  to  be  for  gold  which  is 
idle  here,  or  if  not  idle  a  disturbing  factor,  to  go  back  to  the  bank 
reserves  of  Europe.  It  is  simply  impossible  for  all  of  this  gold, 
and  the  new  accretions  that  are  expected,  to  be  employed  here. 
In  the  first  place,  we  may  hope  that  our  people  are  too  cautious 
to  use  it.  They  dare  not,  in  the  face  of  present  world  conditions, 
create  the  huge  body  of  indebtedness  which  such  an  amount  of 
gold  would  normally  support.  The  multiplicity  of  readjustments 
in  wages,  prices,  and  income  of  every  kind,  cannot  be  made  fast 
enough  to  enable  our  people  within  themselves  to  support  such  a 
development  of  industry  as  would*  be  required  to  employ  this 
amount.  The  level  of  prices  which  would  be  established  by  the 
actual  absorption  and  employment  of  so  much  gold  would  put  us 
far  above  the  possibility  of  selling  anything  abroad  save  a  surplus 
of  natural  products,  and  the  margin  of  profit  upon  these  would 
diminish,  thus  reducing  the  purchsising  power  of  the  producers. 
We  should  be  the  best  market  in  the  world  to  sell  manufactures  in, 
and  under  these  conditions  it  would  be  impossible  to  carry  the  ex- 
pansion farther.  When  goods  can  no  longer  be  distributed  the 
rise  of  prices  must  stop. 

Further  supplies  of  gold  simply  cannot  be  absorbed.  If  they 
stay  in  the  coimtry  they  must  stay  as  capital  which  is  dead  here 
although  needed  elsewhere. 

The  natural  development  after  the  war,  therefore,  is  for  capital 
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to  go  out  from  this  country  in  the  form  of  gold.  If  we  should 
fortunately  bring  down  our  costs  fast  enough  to  hold  our  normal 
share  of  the  export  trade,  this  gold  nevertheless  must  go  in  ex- 
change either  for  our  own  securities  held  abroad  or  for  investments 
in  foreign  securities  and  properties.  Our  own  securities  have  been 
coming  home  in  such  quantities  that  it  is  doubtful  whether  any 
important  amount  will  remain  abroad  which  can  be  dislodged. 

The  Foreign  Appeal  to  Investors 

It  is  said  that  our  people  are  inexperienced  in  foreign  invest- 
ments and  will  be  slow  to  make  them,  and  this  is  an  uncertain 
factor  in  the  calculation.  Nobody  knows  where  our  point  of 
saturation  will  be.  However  necessity  is  a  great  educator.  Peo- 
ple, at  least  some  people,  learn  rapidly  where  the  best  profits  are 
to  be  had.  Already  approximately  $2,000,000,000  of  foreign 
loans,  mainly  government  loans,  running  from  one  to  five  years, 
have  been  placed  here,  and  more  are  coming.  It  is  said  that  these 
will  supply  offsets  against  demands  for  gold  after  the  war,  and 
they  will  undoubtedly  give  a  good  degree  of  control  over  the  gold 
movement,  but  they  will  probably  be  refunded  or  extended,  and 
vastly  more  of  them  made.  The  obligations  of  the  now  belligerent 
governments  are  likely  to  look  more  inviting  after  the  war  than 
they  are  while  the  war  is  in  progress,  and  presumably  we  can  have 
all  we  will  take  in  exchange  for  gold.  Grermany  has  borrowed 
practically  nothing  abroad  as  yet,  and  no  doubt  her  bonds  can  be 
placed  in  the  United  States  after  the  war  in  large  amounts.  The 
banks  in  all  the  countries  that  have  been  at  war  will  be  eager  to 
clear  out  the  govemm^it  obligations  which  they  have  on  hand,  in 
order  to  clear  the  way  for  commercial  loans.  Then  everything  in 
the  way  of  municipal  loans  and  of  corporation  borrowing  that  can 
be  shifted  to  the  American  market  will  come  to  us,  just  as  in  years 
past  our  municipal  and  corporation  loans  have  gone  to  London. 
Colonial  and  other  government  loans  and  corporation  borrowings 
in  all  parts  of  the  world  will  come  to  us,  and  if  our  price  level  is 
above  Europe's  the  expenditures  under  these  loans  probably  will 
be  made  in  Europe  and  thus  require  transfers  of  gold  from  here  to 
Europe.  There  will  be  enterprises  under  American  sponsorship 
and  management  in  Russia  and  other  countries  of  Europe,  in 
China,  and  South  America,  with  bond  and  stock  offerings  on  this 
market.  The  depreciated  currencies  of  Europe,  while  serving  as 
a  barrier  to  the  importation  of  American  goods,  will  create  a 
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premium  for  the  importation  of  American  gold.  The  American 
investor  can  take  gold  there,  convert  it  into  a  larger  amount  of 
currency,  and  use  the  latter  with  which  to  make  his  capital  in- 
vestment. The  expenditures  for  equipment  for  these  enterprises 
which  under  normal  conditions  would  be  made  in  the  United  States, 
will  be  made  in  Europe,  for  even  American  investors  cannot  afford 
to  inflate  the  capital  cost  of  their  enterprises  in  foreign  countries 
above  the  cost  of  rival  enterprises. 

Transfer  of  Gold  Necessary  a/nd  Inevitable 

In  short  this  will  be  a  world  market  for  securities  until  we  are 
drained  of  our  surplus  gold,  and  interest  rates  here  are  back  into 
balance  with  London,  Paris,  and  Berlin.  And  there  is  nothing  to 
object  to  in  all  this:  it  is  desirable  from  every  point  of  view  that 
we  release  this  idle  purchasing  power,  and  that  the  normal  equi- 
libriiun  be  restored  as  soon  as  possible.  It  will  be  well  for  us  to 
work  intelligently  to  this  end. 

The  Federal  Reserve  System 

One  of  the  first  preparatory  steps  should  be  to  make  such 
amendments  in  the  Federal  Reserve  Act  as  are  necessary  to  enable 
the  federal  reserve  banks  to  more  readily  attract  this  newly  ac- 
quired gold  into  their  vaults.  In  their  anxiety  to  decentralize 
the  banking  business  the  authors  of  this  act  neglected  to  central- 
ize the  gold  reserves,  which  is  the  most  important  requisite  of  a 
reserve  system.  The  result  is  that  while  the  country's  stock  of 
gold  has  increased  from  January  1  to  November  1  by  approxim- 
ately $400,000,000,  the  Federal  Reserve  Bank  of  New  York,  upon 
which  the  demand  for  gold  for  export  must  inevitably  fall,  has 
gained  less  than  $5,000,000,  and  all  the  federal  reserve  banks 
together  have  gained  only  $132,000,000.  With  $2,700,000,000 
of  gold  in  the  country  there  is  barely  one  tenth  of  that  amount  in 
the  Federal  Reserve  Bank  of  New  York,  and  the  really  free  re- 
serves in  the  other  reserve  banks  are  comparatively  small,  when 
considered  in  relation  to  the  probable  demands  upon  the  system 
after  the  war.  The  federal  reserve  system  has  not  acquired  such 
control  over  the  gold  stock  of  the  country  as  its  responsibilities 
require  it  to  have.  It  does  not  compare  favorably  in  this  respect 
with  the  great  central  banks  of  Europe,  whose  functions  it  was 
planned  to  perform. 
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The  Gold  Standard 

It  has  been  suggested  that  the  warring  countries,  having  by  the 
end  of  the  war  disposed  of  nearly  all  their  gold,  instead  of  striving 
and  toiling  to  recover  it,  may  perpetrate  a  coup  by  demonetizing 
it,  leaving  the  United  States  and  other  gold-holding  countries 
with  great  stocks  of  the  discarded  and  depreciated  metal  on  their 
hands.  Although  this  idea  seems  hardly  worthy  of  attention  it 
has  obtained  considerable  currency.  In  the  first  place  it  may  be 
said  that  notwithstanding  the  disposition  of  foreign  interests,  and 
the  creation  of  foreign  debts.  Great  Britain  at  the  close  of  the 
war  will  surely  be  a  creditor  country  by  a  very  large  balance,  and 
the  same  will  almost  certainly  be  true  of  France  and  Grermany. 
But  there  is  another  and  broader  reason  why  the  gold  standard 
will  not  be  discarded.  The  suggestion  proceeds  upon  the  assump- 
tion that  the  world's  standard  of  value  has  been  established  wholly 
by  concerted  and  arbitrary  action,  and  that  the  world  might  just 
as  well  have  adopted  silver,  or  gotten  along  with  fiat  money  or  by 
the  use  of  an  ideal  or  multiple  standard.  The  truth  is  that  gold 
came  into  the  position  of  primacy  which  it  holds  among  commodi- 
ties today  by  a  process  of  natural  selection  which  eventually  elimi- 
nated all  rivals.  No  other  commodity  is  comparable  to  it  in 
qualifications  to  serve  as  a  standard  of  value  and  basis  of  mone- 
tary systems.  Silver  has  ranked  next  to  it,  and  down  to  about 
1870  held  the  larger  part  of  the  field,  but  silver  even  at  that  date 
was  about  sixteen  times  as  heavy,  value  for  value,  as  gold,  and  as 
the  world  has  grown  richer,  the  advantage  of  gold  in  convenience 
as  the  money  of  international  settlements  has  been  decisive.  Theo- 
rists have  always  argued  that  the  value  of  gold  was  artificial,  the 
result  of  legislation,  etc. ;  but  the  fact  is  that  from  the  dawn  of 
history,  among  all  peoples,  from  savages  to  those  of  the  highest 
civilization,  gold  has  been  prized  next  to  the  actual  necessities  of 
life.  It  was  made  money  by  legislation  because  it  was  money  be- 
fore states  provided  the  medium  of  exchange.  No  matter  what 
forms  of  money  states  may  provide,  all  forms  get  their  value  from 
their  relations  to  gold.  We  had  the  gold  standard  in  the  United 
States  from  1862  to  1879,  although  our  currency  was  irredeemable 
paper,  and  the  market  value  in  this  country  of  every  commodity 
of  world  trade  fluctuated  daily  in  correspondence  with  the  fluctu- 
ations of  our  currency  to  gold.  The  wages  of  labor,  however,  did 
not  follow  so  closely  the  fluctuations  of  the  paper  to  gold,  and 
the  farmer  who  sold  wheat  at  a  country  market  had  one  more 
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fluctuation  and  extra  risk  between  him  and  the  world's  market. 
Ev^y  element  of  uncertainty  between  producer  and  consumer  is  a 
barrier  to  trade,  and  the  business  world  is  always  striving  to  elimi- 
nate them.  The  United  States,  after  many  experiments,  brought 
all  its  varieties  of  money  to  the  gold  standard,  for  one  reason,  in 
order  that  its  producers  and  wage-earners  might  receive  their  pay 
by  the  same  measure  of  value  by  which  their  products  were  sold 
in  the  markets  of  the  world.  Another  reason  was  that  capital 
from  other  gold  standard  countries  might  flow  readily  in  and  out 
without  the  risk  of  loss  in  exchange.  With  the  unit  of  value  of 
every  coimtry  fixed  in  gold,  the  money  of  every  country  has  a  defi- 
nite relation  to  the  money  of  every  other  country,  contracts  to 
buy  in  one  country  and  sell  in  another  are  upon  the  same  basis, 
risks  are  eliminated  and  intercourse  is  facilitated.  It  was  a 
triumph  of  civilization  to  bring  practically  the  whole  world  to  the 
use  of  one  standard  of  value,  and  the  same  influences  that  brought 
it  there,  step  by  step, — country  by  coimtry,  feeling  its  way — ^will 
keep  it  there.  No  single  nation  can  afford  to  leave  it,  for  by 
doing  so  it  would  introduce  an  element  of  uncertainty  into  all 
transactions  between  it  and  other  countries.  Will  Great  Britain 
with  her  world  trade,  or  Germany  with  hers,  set  up  independent 
standards  of  their  own,  fluctuating  in  value  from  day  to  day  from 
the  standard  of  their  customers?  It  is  one  thing  to  suspend  gold 
payments,  temporarily,  in  a  time  of  war,  when  as  in  the  case  of 
Crermany,  foreign  trade  is  suspended,  and,  in  case  of  England, 
other  considerations  are  momentarily  more  important,  but  it 
would  be  a  different  thing  to  cut  loose  from  gold.  Germany  sus- 
pends gold  pajrments  now  to  buttress  her  monetary  system  and  to 
make  more  certain  her  ability  to  maintain  the  gold  standard  after 
the  war. 

It  is  a  mistake  to  imagine  that  the  countries  which  are  below 
their  normal  supplies  of  gold  will  have  necessarily  a  very  formid- 
able task  in  replenishing  their  stocks.  If  a  country  is  low  on 
wheat,  dealers  all  over  the  world  are  alert  to  ship  in  a  supply, 
and  it  is  the  same  with  gold.  If  London  is  a  good  place  to  use 
gold,  outsiders  will  come,  bringing  their  gold  with  them,  to  take 
advantage  of  the  opportunities  there.  In  no  other  way  is  it  con- 
ceivable that  capital  can  be  so  readily  moved  to  London  for  use 
and  distribution  to  suit  the  needs  of  the  country  as  by  shipments 
of  gold. 

A  standard  for  deferred  payments  may  be  established  by  a  table 
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of  commodity  values,  but  this  means  that  the  amount  of  money 
to  be  paid  shall  be  less  or  more  than  a  contract  sum  according  to 
the  table.  But  will  the  rest  of  the  world  do  business  by  that  table  ? 
And  how  will  balances  between  countries  be  settled — ^by  shipping 
a  proportionate  amount  of  all  the  commodities  of  the  table?  Who 
will  keep  the  commodity  reserves?  Will  the  wage-earners  have 
their  wages  measured  weekly  or  daily,  and  will  the  farmer  sell 
his  produce,  and  the  grocer  fix  his  prices,  by  it? 

Under  the  gold  standard  there  has  been  in  every  country  a 
currency  fixed  in  its  relation  to  this  one  value,  because  redeemable 
in  it,  and  fixed  in  relation  to  all  other  currencies,  because  the  gold 
coins  could  be  shipped  to  another  country  and  converted  into  the 
coins  of  "that  country.  It  is  an  effective  world-organization,  the 
practical,  automatic  advantages  of  which  far  outweigh  its  defects. 
It  is  safe  to  say  that  if  the  world  modifies  its  use  of  the  gold 
standard  it  will  be  done  by  agreement,  so  that  the  advantages  of 
a  common  standard  will  not  be  lost.  But  the  business  world  is 
conservative,  and  in  no  country  more  so  than  in  Great  Britain. 
Financial  affairs  in  all  countries  are  directed  by  very  practical 
men,  and  the  traditions  and  experience  of  the  past,  the  known 
opinions  and  prejudices  of  the  business  commimity  at  home  and 
abroad,  are  likely  to  have  very  much  more  weight  in  determining 
monetary  policies  than  any  scheme  of  theorists  to  legislate  the 
value  out  of  gold. 

The  Gold  Exchange  Standard 

It  is  true,  however,  that  the  warring  countries  may  get  along 
with  less  gold  than  they  have  been  holding  in  recent  years  and 
still  maintain  their  currencies  at  par  with  gold.  Immense  gold 
reserves  have  been  accumulated  partly  in  preparation  for  war, 
and  this  suggests  the  further  query  whether  the  world  at  the  end 
of  this  war  will  be  so  completely  relieved  from  fear  of  future  wars 
that  it  will  not  care  for  gold  reserves. 

No  longer  ago  than  the  beginning  of  1900  the  Bank  of  France 
held  only  $361,000,000  of  gold  as  compared  with  $825,000,000  in 
July,  1914,  while  the  Imperial  Bank  of  Germany  held  $111,000,- 
000  in  1900  and  $810,000,000  in  1914.  It  is  less  than  twenty 
years  ago  that  Russia,  Austria-Himgary,  and  Italy  got  squarely 
on  the  gold  standard.  The  prime  essential  for  the  maintenance 
of  the  gold  standard  is  to  always  have  gold  enough  on  hand,  to- 
gether with  foreign  credits,  to  supply  the  gold  wanted  for  export, 
or  be  able  to  sell  drafts  to  meet  the  business  demands.     So  long 
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as  this  is  done  the  domestic  currency  is  not  likely  to  vary  materi- 
ally from  the  standard.  The  vast  rupee  currency  of  India,  esti- 
mated at  $800,000,000  to  $1,000,000,000,  is  kept  at  the  gold 
standard  by  a  reserve  fund  in  India  of  less  than  $S5,000,000  in 
gold  and  a  somewhat  larger  amount  invested  in  securities,  all  ac- 
cumulated from  the  seigniorage  on  the  coinage  of  rupees  and  in- 
terest on  securities  that  have  been  purchased  from  the  fund. 
Doubtless  such  a  small  reserve  would  not  suffice  for  a  great  finan- 
cial market  like  London,  but  the  Bank  of  England  down  to  ten 
years  ago  was  not  accustomed  to  carry  over  $150,000,000  of  gold. 

Prices  Probably  Higher  Pemumently 

As  we  have  seen,  the  gold  which  has  been  sent  to  the  United 
States  and  other  neutral  coimtries  since  the  outbreak  of  the  war 
has  thus  far  all  been  taken  from  the  circulation  and  private  hoards 
or  is  new  from  the  mines.  The  banking  reserves  of  the  warring 
countries  have  not  as  yet  been  reduced. 

The  transfer  of  this  gold  to  the  bank  reserves  of  the  United 
States  and  other  countries,  and  the  increased  use  of  paper  money 
in  Europe,  undoubtedly,  has  had  and  will  continue  to  have,  an 
influence  for  higher  prices,  or  in  other  words,  to  cheapen  gold 
everywhere.  In  that  way  it  tends  to  diminish  the  depreciation 
of  tiie  paper  currencies.  Further  transfers  will  naturally  have 
the  same  effect,  and  the  general  monetary  situation  must  be  said 
to  favor  a  permanently  higher  level  of  prices  than  prevailed  be- 
fore the  war. 
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Murray  S.  Wildman, — I  find  myself  in  accord  with  most  conclu- 
sions reached  hy  Mr.  Roberts'  paper.  The  annual  product  of  the 
mines^  supplemented  hy  diversion  from  the  arts^  and  this  condition  ag- 
gravated hy  enormous  issues  of  paper^  are  increasing  the  world's  money 
supply  more  rapidly  than  population  or  commodities  are  increasing. 

This  menace  of  gold  bodes  ill  for  all  commercial  countries^  but  more 
particularly  for  the  neutral  nations  when  long-war  conditions  are  in 
mind.  Assuming  that  the  gold  standard  remains  intact  and  that  bel- 
ligerents resume  specie  payments  where  they  are  now  suspended  or 
increase  reserves  where  the  paper  is  convertible,  there  will  be  an  im- 
mediate movement  of  gold  from  America  and  other  neutral  countries 
which  will  give  a  shock  to  our  credit  structure.  However,  this  outward 
movement  will,  in  my  opinion,  be  of  short  duration  and  extent,  and 
we  shall  soon  receive  back  and  continue  to  hold  more  than  our  share 
of  the  world's  gold  supply.  I  think  this  proposition  can  be  conclu- 
sively demonstrated. 

In  order  to  present  the  argument  for  this  view  it  will  be  convenient 
to  speak  of  a  normal  distribution  of  gold.  By  this  I  mean  the  rel- 
ative per-capita  circulation  which  existed  prior  to  the  war.  Let  us 
suppose  that  we  had  in  this  country  in  191 4t  one  ounce  of  gold  per 
capita.  Great  Britain  half  an  ounce,  France  three  quarters  and  so  on. 
It  matters  not  how  this  distribution  came  about  save  that  it  resulted 
from  long  monetary  and  banking  habits  and  trade  relations.  When 
any  sudden  increase  of  supply  would  take  place,  the  new  gold  would 
spread  over  the  world  by  additions  to  the  stock  of  all  communicating 
countries,  but  the  old  normal  distribution  would  not  be  changed.  In- 
stead of  one  ounce,  one  half  ounce,  and  three  quarters,  we  should 
have  one  plus,  one  half  plus  and  three  quarters  plus.  The  old  ratios 
would  remain  unchanged. 

But  the  war  has  changed  this  normal  distribution  so  that  after  peace 
comes  and  a  short  period  of  readjustment  has  elapsed  a  different  series 
of  ratios  will  be  found  to  maintain  and  the  new  ratios  with  larger 
terms  for  the  neutral  countries  will  be  relatively  permanent. 

The  first  disturbance  of  the  normal  distribution  came  when  gov- 
ernments at  war  began  to  issue  paper.  Whether  convertible  or  not  this 
paper  displaced  gold,  cheapened  it,  invited  the  import  of  goods,  fol- 
lowed by  the  export  of  gold.  A  characteristic  of  a  paper  drculatiim 
is  that  it  tends  to  become  permanent.  A  shift  in  the  distribution  of 
gold  caused  by  an  increase  of  paper  also  tends  to  be  permanart. 
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A  second  cause  for  a  new  normal  distribution  is  found  in  new  credit 
and  trade  relations.  One  cannot  deal  with  this  subject  in  a  few  min- 
utes^ save  in  a  most  superficial  waj^  and  I  shall  try  not  to  mention  any 
changes  except  those  that  are  most  obviously  certain  to  occur. 

Before  the  war  we  were  a  debtor  nation  by  a  large  amount.  We 
must  annually  export  gold  or  goods  in  excess  of  our  imports.  If 
foreign  prices  on  exportable  goods  were  higher  than  ours  we  sent 
goods.  If  not  we  sent  gold  and  continued  to  send  gold  until  our 
price  was  lower  than  the  foreign  price.  Of  course  it  was  not  general 
prices  but  particular  prices  of  exportable  goods  which  determined 
whether  goods  or  gold  would  be  shipped.  Suppose  that  all  exportable 
commodities  be  represented  by  one  such  as  wheat.  If  the  Liverpool 
price  of  wheat  was  high  enough  we  obtained  the  necessary  exchange 
by  a  shipment  of  wheats  but  if  their  price  was  too  low  we  shipped  gold, 
and  gold  would  continue  to  go  abroad  until  our  general  price  level — 
including  the  price  of  wheat — fell  low  enough  to  export  wheat  rather 
than  gold.  By  this  process  of  adjustment  our  normal  distribution  of 
gold  was  established  and  maintained. 

After  the  war^  if  we  remain  neutral  to  the  end^  we  shall  find  our- 
selves in  one  or  two  situations;  we  shaU  remain  a  debtor  nation  with 
a  small  debt  and  small  annual  charge^  or  else>  if  the  war  continues 
long^  we  shall  be  a  creditor  nation  with  an  annual  credit  balance.  In 
the  first  case  our  annual  loss  of  goods  or  gold  will  be  less.  In  the 
second  case  there  will  be  an  annual  gain  of  gold  or  goods  instead  of 
a  loss.  The  net  result  will  be  that  our  price  of  importable  goods 
must  be  higher  than  that  prevailing  abroad  or  else  gold  will  come 
to  us  until  our  price  level  is  raised  to  the  point  of  profitable  importation. 

In  objection  to  this  view  it  may  be  urged  that  when  we  talk  of 
exports  and  imports  we  are  talking  of  different  goods^  and  that  a  high 
foreign  price  of  wheat  is  consistent  with  a  low  foreign  price  of  coffee, 
and  that  the  old  normal  .distribution  of  gold  may  be  maintained  by 
merely  reducing  our  export  of  wheat  as  our  annual  interest  charge  is 
reduced,  or  increase  our  import  of  coffee  if  an  annual  credit  balance 
should  appear. 

This  objection  would  be  sound  if  coffee  and  wheat  were  interchange- 
able in  consumption,  but  they  are  not  interchangeable  nor  are  imports 
and  exports  generally  interchangeable.  In  this  case,  as  in  so  many,  we 
must  assume  that  our  habits  of  consumption  remain  unchanged,  at 
least  for  a  considerable  period.  If  we  admit  that  assumption  we  can- 
not avoid  a  continuously  greater  stock  of  gold  and  a  permanently 
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higher  price  level  than  we  should  have  experienced  in  our  traditional 
status  as  the  world's  greatest  debtor  nation. 

I  can  think  of  no  legislative  measure  likely  to  counteract  this  tend- 
ency. Protective  duties  might  aggravate  it.  In  iht  course  of  time 
there  would  be  a  relatively  larger  home  consumption  of  goods  which 
formerly  entered  into  our  export  trade  but  to  which  foreign  markets 
have  become  less  hospitable.  There  would  be  a  tendency  to  increase 
the  variety  and  range  of  imported  goods  if  they  are  allowed  to  enter 
freely^  but  the  excess  gold  supply  already  reached  would  hardly 
be  diminished. 

£.  M.  Patterson. — ^With  most  of  the  statements  made  by  Mr.  Rob- 
erts there  is  little  ground  for  disagreement.  That  we  are  experiencing 
a  very  great  influx  of  gold,  a  supply  that  is  secured  from  the  mines  and 
from  the  circulation  of  the  leading  belligerent  countries^  is  well  known. 
Because  the  belligerent  countries  have  many  selfish  reasons  for  main- 
taining the  gold  standard  it  seems  probable  that  gold  will  not  be 
demonetized.  There  will  be  strong  influences  operating  after  the  war 
that  will  tend  to  take  from  us  at  least  a  part  of  our  large  supply  of 
gold^  but  the  withdrawal  of  this  gold  is  something  that  should  not 
be  looked  upon  with  dread  provided  it  can  be  kept  under  proper 
control. 

The  problem  of  controlling  this  gold  movement  is  one  that  will 
differ  only  in  degree  from  the  problems  of  gold  control  in  ordinary 
times.  In  the  past  the  United  States  has  probably  been  the  freest 
gold  market  in  the  world.  We  have  been  unable  to  attract  gold  as 
we  need  it  from  other  countries  if  at  the  same  time  they  were  desirious 
of  retaining  it.  When  they  wished  to  take  it  from  us  we  have  been 
unable  to  prevent  the  export.  This  was  illustrated  in  the  fall  of 
191S.  At  that  time  we  were  feeling  some  strain  in  our  markets  and 
needed  to  import  gold  for  relief.  An  attempt  on  our  part  to  do  so 
was  met  by  an  increase  in  the  discount  rate  of  the  Bank  of  England 
and  the  shipment  was  canceled.  At  the  same  time  Canada  was  ex- 
porting large  quantities  of  goods  and  securities.  Her  bankers  sold 
in  New  York  the  London  exchange  drawn  against  these  exports  and 
then  withdrew  gold  from  New  York  to  Montreal.  We  were  unable 
to  prevent  the  exportation  of  this  gold  and  at  the  same  time  could 
import  none. 

There  will  be  two  main  influences  on  which  to  rely  in  the  future. 
The  first  is  the  aid  and  cooperation  of  our  banks.     Doubtless  the 
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need  for  control  will  be  fuUj  appreciated  by  them  and  considerable 
unity  of  action  may  be  secured.  Particularly  will  they  be  able  to 
rely  on  their  holdings  of  short-time  foreign  government  securities^  of 
which  there  have  been  accumulated  a  large  amount^  approximating  at 
the  present  time  $£^000^000^000.  As  market  conditions  warrant  and 
as  these  mature^  it  is  probable  that  our  banks  will  as  a  matter  of  self- 
interest  dispose  of  these  holdings^  refusing  to  renew  them  at  maturity 
in  case  such  renewal  would  mean  the  withdrawal  of  unduly  large 
amounts  of  gold  from  the  United  States. 

To  a  considerable  extent^  however^  we  must  hope  for  assistance 
from  the  federal  reserve  system.  One  may  agree  with  the  assertion 
that  this  system  is  not  yet  working  as  effectively  as  the  foreign  central 
banks  and  at  the  same  time  acknowledge  that  its  influence  is  growing 
»id  that  its  possibilities  are  very  great.  Some  of  the  phases  of  the 
system  that  frequently  escape  notice  and  that  may  be  of  advantage  in 
emergencies  are  the  following: 

1.  The  rediscount  rates  of  the  various  reserve  banks  may  be 
altered.  If  the  demand  for  funds  is  particularly  heavy  and  results  in 
a  considerable  amount  of  pressure  on  the  reserve  banks  and  on  their 
supplies  of  gold^  these  discount  rates  may  be  raised  and  the  raid  on  the 
reserve  banks'  gold  holdings  checked.  How  effective  this  will  be  in 
practice  remains  to  be  seen^  as  the  reserve  banks  have  as  yet  had  no 
opportunity  to  use  their  influence  in   this   direction. 

The  significance  of  this  control  through  the  discount  rate  is  de- 
termined largely  by  a  consideration  of  the  amounts  of  gold  that 
will  be  in  the  hands  of  the  federal  reserve  banks  and  hence  subject  to 
their  control.  This  gold  is  of  two  kinds.  There  is  first  the  gold 
held  in  the  reserve  of  the  federal  reserve  banks  as  a  part  of  their 
assets.  In  the  second  place  there  is  the  gold  that  has  been  accumulated 
now  to  the  extent  of  about  $£80,000^000  m  the  hands  of  the  federal 
reserve  agents  behind  the  federal  reserve  notes,  of  which  there  are 
over  $S00,000,000  outstanding.  These  two  supplies  of  gold  at  the 
present  time  total  between  $700,000,000  and  $800,000,000.  This  is 
no  small  sum  when  one  stops  to  realize  that  the  reserve  banks  have 
been  in  operation  only  about  two  years.  Under  the  circumstances  one 
might  wish  that  it  were  larger  but  it  is  large  enough  to  be  of  very 
considerable  importance. 

£.  The  reserve  banks  have  accumulated  considerable  holdings  of 
United  States  bonds  and  notes  and  also  are  in  a  position  in  time  of 
stress  to  sell  these  bonds  and  notes,  as  well  as  some  of  their  holdings  of 
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mnnicipal  warrants,  without  danger  of  mnch  loss  through  depreciation. 
This  will  tend  to  tighten  the  money  market^  give  to  the  reserve  banks 
more  control  over  funds,  and  is  a  method  that  is  resorted  to  frequently 
by  the  leading  central  banks  of  European  countries. 

S.  The  reserve  banks  may  also  borrow  gold  on  the  market,  offering 
some  of  their  bonds,  notes,  and  warrants  as  collateral  security.  This 
practice  also  is   followed  by  central  banks  abroad. 

4.  Through  their  participation  in  foreign  exchange  transactions 
the  reserve  banks  are  coming  into  possession  of  considerable  amounts 
of  credit  abroad.  The  acquisition  of  these  holdings  will  tend  to  lessen 
the  importation  of  gold  now  and  at  the  same  time  will  furnish  to  our 
federal  reserve  banks  accounts  against  which  they  can  later  sell  ex- 
change if  they  desire  to  influence  the  exchange  rates  and  keep  them 
below  the  gold  export  point.  Just  how  important  this  control  will 
become  remans  to  be  seen,  but  it  is  worth  while  to  note  that  an  inter- 
esting beginning  has  been  made  by  the  designation  of  the  Bank  of 
England  as  the  English  agency  of  the  Federal  Reserve  Bank  of  New 
York.  It  is  also  reported  that  similar  arrangements  are  to  be  made 
with  the  Bank  of  France,  the  Bank  of  Germany,  and  other  instituttons. 

5.  Finally  there  may  be  mentioned  the  possibility  that  a  mere  dis- 
approval by  the  Federal  Reserve  Board,  a  disapproval  expressed  or 
merely  implied,  may  have  considerable  influence.  It  is  well  known 
that  such  disapproval  is  a  very  potent  influence  in  Grermany  and  in 
certain  other  countries.  If  Uie  Reichsbank  or  German  government 
considers  it  inexpedient  for  gold  to  leave  the  country,  gold  does  not 
go,  even  though  the  rate  of  exchange  would  seem  to  warrant  an  export 
movement.  How  soon,  if  at  all,  our  Federal  Reserve  Board  will  ac- 
quire a  similar  influence  over  gold  shipments  is  uncertain.  It  is  in- 
teresting to  observe,  however,  that  quite  recently  a  mere  expression  of 
disapproval  by  the  Federal  Reserve  Board  caused  our  bankers  to 
change  their  plans  for  investing  their  funds  in  English  Treasury  bills. 
It  is  a  matter  of  great  interest  and  importance  that  our  Federal  Reserve 
Board  has  in  so  short  a  time  acquired  a  position  of  such  influence. 

How  effective  any  or  all  of  these  devices  may  be  it  is  impossible  to 
forecast.  That  the  Federal  Reserve  Board  is  aware  of  such  weaknesses 
as  may  exist,  is  evidenced  by  the  various  requests  to  Congress  for 
amendatory  legislation  by  which  the  ability  of  the  reserve  banks  to 
secure  and  control  the  gold  supply  will  be  increased.  Some  of  this 
legislation  was  passed  at  the  last  session  of  Congress  and  it  is  hoped 
that  still  more  progress  will  be  made  at  this  one. 


Digitized  by  VjOOQIC. 


Gold  Supply  at  the  Close  of  the  War — Discussion        197 

Don  C.  Barrett. — ^Mr.  Roberts  holds  that  much  gold  will  flow 
from  us  when  the  war  closes  and  views  such  prospect  with  equanimity. 
Other  gentlemen  hold  that  we  may  not  lose  much  gold  and  are  in- 
clined to  feel  disturbed  at  the  thought  of  any  considerable  outflow. 
The  question  is  one  of  relative  level  of  prices.  Whatever  may  be 
the  redistribution  of  the  world's  gold  supply  in  the  long  run^  it  seems 
probable  that  we  shall  lose  a  very  considerable  quantity  temporarily  , 
at  least.  One  of  the  chief  reasons  is  that  the  industrial  organization 
of  the  belligerent  countries  is  in  a  markedly  more  abnormal  state  than 
that  in  which  American  organization  finds  itself.  English  and 
European  industries  have  been  almost  completely  transformed  for  the 
purpose  of  producing  war  materials^  while  our  industries^  in  spite  of 
the  fact  that  we  are  exporting  large  quantities  of  munitions^  are  for 
the  most  part  organized  for  the  production  of  the  same  kinds  of  goods 
as  they  will  be  called  upon  to  produce  after  peace  is  declared.  The 
scale  of  readjustment  in  the  belligerent  countries  will  therefore  be 
much  greater  than  with  us.  The  credit  operations  of  various  sorts 
which  are  now  supporting  their  industries  must  be  weakened  and 
materially  diminished  during  the  period  of  enforced  readjustment,  and 
especially  in  the  initial  stages  of  readjustment.  The  withdrawal  of 
this  supporting  credit  structure  will  cause  a  decline,  more  or  less  seri- 
ous, in  their  price  level.  This  decline  is  likely  to  take  place  in  spite  of 
efforts  which  different  governments  may  exert  to  support  business 
interests  in  order  to  prevent  it.  Since  industrial  readjustment  in 
America  will  be  on  a  relatively  small  scale,  credit  operations  support- 
ing industry  will  be  interfered  with  relatively  less  and  the  decline  in 
the  American  price  level  will,  for  some  time  at  least,  be  relatively 
slight.  The  consequent  tendency  will  be  for  gold  to  flow  from  us 
in  considerable  amounts — eventually  of  course  inducing  a  decline  in 
prices. 

Whether  this  outflow  of  gold  wiU  bring  a  crisis  in  American  business 
circles  depends  upon  the  attitude  and  action  of  our  business  men.  If 
they  are  unduly  optimistic  and  attempt  to  maintain  extended  credits, 
they  are  liable  to  encounter  much  difficulty.  If  they  are  cautious  as  to 
tiie  future  and  draw  in  their  credit  operations,  they  will  probably 
escape  any  serious  crisis — precisely  as  did  business  men  at  the  close 
of  the  Civil  War.  In  that  earlier  event  most  men,  being  sure  a  crisis 
was  coming  with  the  declaration  of  peace,  prepared  for  it  by  diminish- 
ing their  credits  and  holding  to  conservative  business;  and  then  nat- 
urally, as  a  consequence,  the  crisis  never  came.     History  may  repeat 
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itself  and  business  men  may  not  be  injured  hy  an  outflow  of  gold  to 
anything  like  the  extent  many  of  them  now  anticipate.  The  steadying 
influence  of  the  federal  reserve  system  may  promote  this  outcome. 

Mr.  Roberts. — I  did  not  mean  to  say  that  I  thought  gold  would 
go  out  until  we  had  lost  aU  that  had  been  acquired  during  the  war.  I 
think  there  will  be  a  redistribution  of  gold  under  the  influences  which 
normally  give  each  country  a  share  proportionate  to  its  wealthy  a  share 
of  the  world's  trade^  banking  customs^  etc.  I  think  our  normal  share 
will  be  greater  after  the  war  than  it  was  before,  but  I  do  not  think 
it  will  be  anything  like  great  enough  to  retain  all  the  gold  we  have 
received. 

Answering  an  inquiry,  I  would  say  that  demand  and  supply  un- 
doubtedly have  an  immediate  influence  upon  prices.  Under  this  in- 
fluence prices  are  expected  to  fall  after  the  war.  At  a  lower  level  of 
prices,  and  with  a  reduction  in  the  volume  of  business,  less  money  and 
credit  will  be  required,  and  we  shall  not  use  the  amount  of  gold  we 
have  received.  If  we  do  not  need  it  and  cannot  use  it,  I  do  not  think 
we  shall  retain  it.  The  point  I  have  endeavored  to  make  is  that  the 
amount  of  gold  which  we  shall  have  at  the  end  of  the  war,  if  actually 
absorbed  and  in  use,  would  require  a  level  of  prices  impossibly  high. 
Other  influences  will  dominate  and  compel  a  lower  level  of  prices ; 
hence,  in  my  opinion,  a  considerable  portion  of  our  newly  acquired 
gold  will  be  naturally  released  for  transfer  to  the  countries  which 
need  it  more  than  we  do. 

It  is  true  that  movements  of  this  kind  do  not  work  out  in  experience 
as  smoothly  as  in  theory.  Tariffs  may  prevent  the  importation  of 
goods,  and  the  inexperience  and  hesitation  of  our  people  as  purchasers 
of  foreign  securities  may  retard  the  movement  of  securities.  I  think, 
however,  that  means  will  be  found  to  transfer  a  considerable  amount 
of  gold. 
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By  O.  M.  W.  Speague 

Harvard  Uiwversity 

All  great  wars  in  modem  times  have  been  mainly  financed  by 
means  of  issues  of  paper  money,  government  and  bank  notes, 
convertible  and  inconvertible,  and  by  borrowing.  Convertible 
paper  money  has  narrowly  limited  possibilities  and  can  only  serve 
as  an  adjunct  to  other  financial  measures.  The  financial  possi- 
bilities of  inconvertible  paper  money,  though  more  considerable, 
are  also  quite  inadequate  to  meet  the  huge  expenditures  of  a  great 
war.  Except  as  an  extreme  measure  of  last  resort,  paper  money 
has  therefore  come  to  occupy  a  subordinate  position  in  war  finance. 
The  accepted  policy,  one  the  effectiveness  of  which  has  been  tested 
by  much  experience,  is  to  issue  paper  money  sparingly  and  to  se- 
cure the  bulk  of  the  funds  required  for  war  by  means  of  loans.  It 
is  commonly  believed  that  if  additional  taxes  are  levied  during  the 
conflict,  sufficient  to  take  care  of  increasing  interest  charges,  a 
sound  and  equitable  financial  policy  has  been  adopted  and  that  to 
meet  even  a  small  part  of  war  expenditure  currently  from  taxation 
is  a  counsel  of  perfection. 

The  limitations  on  the  possibilities  of  paper  money  as  the  prin- 
cipal means  of  financing  a  war  are  due  to  its  direct  effect  on  prices. 
The  amount  of  paper  which  must  be  issued  is  so  great  that  it  de- 
preciates rapidly  and  soon  becomes  practically  worthless.  Bor- 
rowing has  greater  possibilities  if  the  people  generally  subscribe  to 
the  loans.  It  does  not  necessarily  and  directly  bring  about  an 
advance  in  prices,  since  a  part  of  a  stationary  volume  of  the 
purchasing  media  of  a  country  may  be  used  over  and  over  again, 
as  it  is  secured  by  the  government  through  successive  loans. 
Changes  in  the  volume  of  trade  or  in  the  rapidity  of  circulation  of 
money  may  come  during  a  war  and  occasion  some  change  either 
upward  or  downward  in  the  level  of  prices.  A  war  will  also  inevit- 
ably cause  violent  changes  in  the  prices  of  particular  commodi- 
ties. But  in  the  absence  of  any  increase  in  the  volume  of  the 
purchasing  media  there  would  necessarily  be  no  considerable  rise 
In  the  level  of  prices,  unless  a  country  is  fast  approaching  a  con- 
dition of  economic  exhaustion. 

It  is  not,  therefore,  absolutely  inevitable  that  war  finance  based 
on  borrowing  should  cause  a  general  rise  in  prices.  It  is  signifi- 
cant, however,  that  whenever  governments  have  resorted  to  this 
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policy  prices  generally  have  manifested  a  marked  and  continued 
upward  tendency ;  though  of  course  to  no  such  degree  as  when  the 
attempt  has  been  made  to  finance  war  by  means  of  issues  of  paper 
money. 

War  loans  would  not  cause  an  advance  in  the  level  of  prices  if 
subscribers  to  the  loans  made  payment  entirely  either  with  ac- 
cumulated funds  on  hand  or  with  savings  made  from  current  in- 
come during  the  period  that  the  proceeds  of  each  successive  loan 
were  being  expended.  In  these  circumstances  the  abnormally 
large  demand  of  a  government  for  goods  and  labor  would  be 
roughly  offset  by  the  curtailed  demand  of  the  people  generally. 
But  the  funds  secured  by  governments  through  war  loans  are 
never  derived  entirely  from  savings  on  hand  or  which  become 
available  while  the  proceeds  of  a  loan  are  being  expended.  Volun- 
tary saving  is  never  sufficiently  inclusive  and  rigorous.  Even 
though  greater  economy  is  practiced  by  most  people  than  in  times 
of  peace,  subscriptions  to  successive  war  loans  invariably  exceed 
current  savings.  Many  subscribers  borrow  from  banks  the  funds 
required  to  meet  their  commitments,  pledging  other  property  and 
even  the  war  loan  itself.  The  banks  adopt  a  liberal  patriotic  loan 
policy  and  also  subscribe  largely  on  their  own  account.  These 
transactions,  the  borrowing  from  banks  and  the  investments  by 
banks,  occasion  expansion  in  the  volume  of  credit,  both  in  the 
form  of  bank  notes  and  of  deposits,  and  are  the  most  potent  single 
cause  of  the  general  advance  in  prices  during  periods  of  war. 
Purchasing  power  in  the  possession  of  the  people  is  reduced  by  the 
loan,  but  not  to  the  full  extent  of  the  purchasing  power  secured 
by  the  government.  With  this  purchasing  power  the  warring  gov- 
ernment enters  the  market  for  goods  and  labor  in  competition  with 
its  own  citizens.  The  government  demand  is  so  insistent  that  it  is 
not  lessened  by  advancing  prices.  There  is  simply  a  more  speedy 
exhaustion  of  the  proceeds  of  the  loan.  On  the  other  hand,  the 
demand  of  the  people  for  goods  and  labor  is  reduced  in  conse- 
quence of  rising  prices.  Through  this  roundabout  process  a  smal- 
ler part  of  the  total  current  products  of  industry  is  consumed  by 
the  people  in  the  ordinary  ways  of  peace,  and  a  larger  peirt  in  the 
shape  of  military  material  of  all  sorts  is  secured  by  the  govern- 
ment and  consumed  in  the  channels  of  war. 

In  the  course  of  time,  as  the  proceeds  of  a  loan  approach  ex- 
haustion, a  larger  proportion  of  the  total  volume  of  the  purchas- 
ing media  of  a  country  gets  back  to  the  people.    Another  loan  is 
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then  required  unless  the  government  is  to  resort  to  unlimited  issues 
of  paper  money.  The  successful  flotation  of  a  new  loan  or  the 
continuous  sale  of  short-time  obligations  again  provides  a  govern- 
ment with  the  means  to  enter  the  market  in  competition  with  its 
own  citizens.  This  process  of  borrowing  and  spending  can  con- 
tinue for  an  indefinitely  long  period  if  the  people  are  prepared  to 
make  the  necessary  sacrifice  of  income,  and  provided  also  that  not 
too  great  a  part  of  what  is  subscribed  to  each  loan  consists  of  ad- 
ditional borrowing  from  or  investment  by  banks,  involving  further 
credit  expansion.  In  other  words,  a  considerable  part  of  each 
loflin  must  represent  savings,  a  sacrifice  of  current  income  on  the 
part  of  subscribers ;  otherwise  credit  expansion  will  be  so  rapid  as 
to  threaten  with  collapse  the  entire  credit  structure  in  a  fashion 
analogous  to  that  which  results  from  issues  of  paper  money. 

Even  if  there  is  an  increase  in  voluntary  saving  during  the 
course  of  a  war,  it  is  unlikely  to  be  sufficient  to  counteract  fully 
various  influences  tending  toward  a  continuous  upward  movement 
of  prices  with  each  successive  loan.  With  the  progress  of  a  long 
war  the  output  of  commodities  of  all  kinds  can  hardly  fail  to 
undergo  some  diminution  as  more  and  more  men  are  required  for 
military  service.  No  corresponding  contraction  in  the  volume  of 
the  purchasing  media  is,  however,  to  be  anticipated.  On  the  con- 
trary, as  a  means  of  facilitating  the  marketing  of  successive  loans, 
a  policy  of  continuous,  even  though  moderate,  credit  expansion  is 
practically  certain  to  be  adopted.  An  easy  money  market  is  a 
desirable,  one  may  even  say  an  essential,  condition  for  carrying 
through  the  distribution  of  a  government  loan  among  investors. 
The  process  of  marketing  must  be  made  as  easy  and  simple  as  pos- 
sible. Slowly  expanding  credit  and  the  issue  of  short-term  obli- 
gations which  may  be  converted  into  long-time  loans  are  most 
helpful  devices.  Credit  contraction  is  naturally  out  of  the  ques- 
tion. Thus  while  the  vital  importance  of  strict  economy  is  being 
everywhere  urged,  these  easy  monetary  conditions  enable  many  to 
satisfy  their  patriotic  impulses  by  borrowing  the  funds  which  they 
subscribe  to  war  loans,  and  at  the  same  time  postpone  the  sacrifice 
of  accustomed  luxuries  and  comforts  to  a  more  convenient  season. 
Among  those  also  who  practice  the  most  rigid  economy  there  are 
many  who  subscribe  by  means  of  loans  much  more  than  they  have 
been  able  to  save.  So  far  as  the  individual  is  concerned,  future 
savings  are  invested  in  advance  when  he  borrows  in  order  to  sub- 
scribe to  government  loans,  but  imtil  he  pays  off  his  loans  the  ar- 
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rangement  commonly  involves  an  increase  in  the  volume  of  credit 
and  so  contributes  to  the  advance  in  prices. 

It  is  also  to  be  noted  that  the  initial  advance  in  prices  works 
against  that  general  discontinuance  of  all  unnecessary  consump- 
tion in  order  to  subscribe  to  war  loans,  which  is  needful  if  still 
further  price  advances  are  to  be  avoided.  A  war  inevitably  causes 
radical  changes  in  many  incomes.  Those  engaged  in  the  produc- 
tion of  articles  for  which  there  is  an  intense  government  demand 
secure  exceptionally  large  wages  and  profits.  Meanwhile  the  in- 
comes of  those  engaged  in  a  large  number  of  other  pursuits  remain 
stationary  or  decline.  Changes  in  income  would  be  numerous  even 
though  the  level  of  prices  remained  stationary.  Both  the  number 
and  extent  of  these  changes  are,  however,  much  increased  in  con- 
sequence of  rising  prices.  While  the  real  income  of  the  vast  ma- 
jority is  reduced,  that  of  a  considerable  number  is  enlarged  in 
some  instances  to  an  extraordinary  extent.  These  imdeserved  and 
temporary  gains  tempt  many  to  extravagance  in  consumption. 
During  the  tragic  course  of  the  present  war,  the  increasing  readi- 
ness of  the  peoples  of  the  warring  countries  to  impose  additional 
taxation  is  at  least  in  part  due  to  the  desire  to  check  positively 
indecent  extravagance  on  the  part  of  those  whose  incomes  have 
been  thus  undeservedly  increased. 

All  these  conditions  and  tendencies  have  been  present  in  the  va- 
rious belligerent  countries  during  the  present  war.  The  crisis 
occasioned  by  the  outbreak  of  the  war,  the  readjustment  of  indus- 
trial activities,  as  well  as  the  expense  of  mobilization,  were  in  a 
large  measure  financed  through  the  banks.  In  Great  Britain, 
where  checks  are  generally  used,  there  was  an  unparalleled  in- 
crease of  credit  in  the  form  of  Bank  of  England  deposits.  In 
continental  countries  there  was  an  analogous  increase  in  bank 
notes  issued  by  the  great  central  banks.  As  in  the  case  of  an  ordi- 
nary financial  crisis,  this  expansion  of  bank  credit  was  a  proi>er 
and  effective  means  of  meeting  the  sudden  requirements  occasioned 
by  the  outbreak  of  the  war.  Unlike  the  usual  course  of  events 
following  crisis,  however,  there  was  no  contraction  of  credit  after 
the  period  of  initial  strain  had  passed.  On  the  contrary,  the 
volume  of  credits  has  tended  to  increase  from  month  to  month. 
Rates  for  short-time  loans  have  been  maintained  in  the  various 
European  money  markets  in  the  neighborhood  of  6  per  cent 
throughout  the  war.  In  both  France  and  Grermany  there  has  been 
something  like  a  threefold  increase  in  the  note  issues  of  the  central 
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banks  of  those  countries,  and  in  Great  Britain  a  corresponding 
increase  in  the  deposits  of  the  Bank  of  England.  Deposits  in 
other  banks  in  all  the  belligerent  coimtries  are  also  vastly  greater 
than  they  were  two  years  ago.  In  the  meantime  prices  everywhere 
have  advanced,  the  index  number  of  the  Economist ,  for  example, 
registering  an  advance  from  116.6  in  July,  1914,  to  153.2  in  Octo- 
ber, 1915,  and  to  217.1  at  the  end  of  November,  1916. 

Borrowing  as  the  principal  means  of  financing  a  war,  it  will 
thus  be  seen,  has  some  of  the  defects  of  paper  money.  Though 
not  so  directly  nor  to  so  great  an  extent,  the  borrowing  policy  is 
practically  certain  to  involve  a  general  advance  in  prices,  which  in 
turn  increase  the  money  costs  of  a  war  and  also  cause  much  un- 
desirable variation  in  incomes.  Against  war  finance  based  on  bor- 
rowing there  are,  however,  other  and  far  more  serious  objections. 
It  is  manifestly  unjust  and  inequitable  because  it  gives  not  only 
to  property  acquired  before  a  war  but  also  to  income  received  dur- 
ing its  progress  a  far  higher  degree  of  consideration  relative  to 
life  than  is  accorded  to  them  in  times  of  peace.  In  adopting  the 
borrowing  policy  a  government  accepts  in  the  field  of  finance  the 
voluntary  principle  without  qualification.  Interest  as  a  reward 
is  offered  at  whatever  rate  is  required  in  order  to  secure  the  neces- 
sary funds.  An  analogous  situation  would  present  itself  if  gov- 
ernments relying  entirely  upon  voluntary  enlistment  offered  suc- 
cessive increases  in  the  pay  of  soldiers  whenever  the  supply  of 
volunteers  was  inadequate.  When  wars  were  waged  by  small  pro- 
fessional armies,  the  appeal  to  economic  motives  was  effective  in 
securing  an  adequate  number  of  recruits.  Such  appeals  obviously 
would  not  provide  the  large  armies  engaged  in  modern  warfare. 
Voluntary  enlistment  from  patriotic  motives  has  been  tried,  but 
its  inadequacy  as  well  as  its  lack  of  equality  in  sacrifice  has  been 
made  apparent  during  the  course  of  the  present  war.  Compulsory 
service  will  certainly  be  the  policy  adopted  by  belligerent  countries 
in  all  future  wars.  Immediate  military  exigencies  will  compel  re- 
sort to  this  method  of  raising  armies. 

Conscription  of  men  should  logically  and  equitably  be  accom- 
panied by  something  in  the  nature  of  conscription  of  current  in- 
come above  that  which  is  absolutely  necessary.  The  obligation 
that  each  citizen  furnish  the  state  in  case  of  war  a  large  portion  of 
his  current  income  manifestly  would  impose  no  more  oppressive 
burden  than  the  obligation  of  military  service.  To  be  sure,  the 
pressing  necessity  which  leads  to  compulsory  service  is  absent 


Digitized  by  VjOOQIC 


S04  American  Economic  Association 

since  it  is  possible  to  finance  a  war  by  means  of  borrowing.  Yet 
as  a  permanent  war  finance  policy,  borrowing  has  limitations 
which  should  exclude  it  from  any  comprehensive  scheme  of  military 
preparedness.  Modem  wars  are  so  enormously  costly  that  a 
country  which  resorts  to  borrowing  has  not  merely  created  for 
itself  a  difficult  problem  of  taxation  after  the  return  of  peace ;  it 
has  also  placed  itself  in  a  financial  position  which  will  make  it 
exceedingly  difficult  to  find  the  money  to  maintain  and  improve  its 
military  establishment  in  future  years ;  it  is  also  likely  to  find  itself 
quite  incapable  of  financing  another  war  in  the  near  future. 
Purely  as  a  military  measure,  then,  the  conscription  of  income 
during  a  war  should  be  adopted  unless  such  a  policy  would  prove 
in  any  way  a  serious  obstacle  to  the  effective  conduct  of  hostilities. 

The  injustice  of  treating  those  who  provide  the  funds  for  war 
purposes  more  generously  than  those  who  risk  life  itself  will  not  be 
questioned.  Consider  for  a  moment  the  contrast  imder  the  bor- 
rowing method  of  war  finance  between  a  soldier  in  receipt  of  an 
income  of  $2500  before  a  war  and  his  neighbor  who  remains  at 
home  in  continued  receipt  of  a  similar  amount.  The  civilian  re- 
duces his  expenditures  in  every  possible  way  and  subscribes  a  total 
of  $4000  to  war  loans.  He  is  rewarded  with  a  high  rate  of  inter- 
est to  which  his  soldier  neighbor  must  contribute  his  quota  in 
higher  taxes  if  he  is  fortunate  enough  to  return  from  the  front. 
The  contrast  becomes  still  greater  if,  as  often  happens,  the  income 
of  the  stay-at-home  increases  during  the  war  and  if  he  is  able  to 
secure  a  superior  position.  On  the  other  hand,  the  soldier  often 
finds  it  difficult  to  secure  a  position  as  good  as  that  from  which 
he  was  taken  at  the  beginning  of  the  war. 

But  if  borrowing  as  the  principal  means  of  financing  a  war  is 
so  evidently  unjust,  it  is  pertinent  to  inquire  why  this  policy  has 
been  so  generally  adopted  and  approved.  The  explanation  is  in 
part  found  in  a  common  misconception  regarding  the  relative  im- 
portance of  the  various  sources  from  which  the  funds  subscribed 
to  war  loans  are  derived.  Not  infrequently  it  seems  to  be  sup- 
posed that  war  expenditure  involves  something  like  an  equivalent 
devotion  to  war  uses  of  capital  and  other  wealth  which  were  in  ex- 
istence before  the  outbreak  of  hostilities.  To  an  audience  of 
economists  it  hardly  needs  to  be  observed  that  in  any  event  the 
greater  part  of  war  expenditure  is  derived  from  current  income, 
most  of  which  but  for  the  war  would  have  been  devoted  to  the 
satisfaction  of  individual  wants  and  so  completely  consumed. 


Digitized  by 


Google 


Loans  and  Taxes  in  War  Finance  206 

Most  of  the  capital  and  other  property  in  existence  within  a 
country  at  the  beginning  of  a  war  is  not  and  cannot  be  converted 
into  funds  with  which  to  prosecute  the  conflict.  Property  can,  of 
course,  be  sold  and  the  funds  secured  from  the  sale  subscribed  to 
war  loans,  but  such  transactions  are  merely  transfers  and  do  not 
increase  the  amount  of  funds  within  the  country  available  for  war 
purposes.  Aside  from  the  sale  of  securities  in  foreign  countries 
and  the  exportation  of  gold  and  other  valuables,  a  country  cannot 
convert  any  large  part  of  its  past  savings  into  uninvested  funds. 
Modem  warfare  requires  the  use  of  a  large  part  of  the  capital 
equipment  of  a  country  and  it  must  therefore  be  maintained 
throughout  the  contest  in  a  high  state  of  efficiency.  A  part  of  the 
capital  invested  in  a  plant  which  cannot  be  employed  for  military 
purposes  may,  indeed,  be  idle  because  there  is  no  demand  for  its 
products.  Factories  for  the  production  of  luxuries  may  be  taken 
as  an  example;  though  it  may  be  noted  that  during  the  present 
war  some  use  has  been  found  for  nearly  every  variety  of  factory 
and  workshop.  Factories  for  which  a  use  cannot  be  found  may 
not  be  kept  in  repair  during  a  war,  and  if  it  lasts  long  enough  may 
fall  into  complete  decay.  The  loss  will  be  one  of  the  costs  of  the 
war  but  will  in  no  way  contribute  anything  toward  necessary  mili- 
tary expenditure.  Capital  in  the  form  of  stocks  of  goods  may 
gradually  become  available  as  the  proceeds  of  sales  are  invested  in 
government  loans  rather  than  in  the  replenishment  of  stock.  Simi- 
larly, durable  goods  in  the  possession  of  consumers,  such  as  cloth- 
ing and  furniture,  may  be  made  to  last  an  abnormally  long  time 
and  only  absolutely  necessary  replacements  may  be  made.  In  this 
way  the  accumulated  possessions  of  the  people  may  contribute  to 
to  the  conduct  of  a  war,  not  by  being  used  directly,  but  because 
they  enable  the  people  to  devote  a  larger  portion  of  income  to  war 
purposes  than  would  be  possible  if  at  the  beginning  of  the  war 
their  personal  belongings  were  less  abundant  and  durable. 

In  these  various  ways  a  considerable  amount  of  funds  for  war 
purposes  can  be  extracted  from  the  capital  and  other  property  in 
existence  before  the  outbreak  of  hostilities.  A  borrowing  policy 
(aside  from  foreign  loans)  which  should  limit  borrowing  to  ante- 
bellum wealth  which  might  become  available  for  new  investments, 
would  be  entirely  consistent  with  the  equities  of  the  situation 
created  by  war.  But  by  far  the  lion's  share  of  the  funds  sub- 
scribed to  war  loans  is  not  derived  from  this  source.  It  repre- 
sents new  savings  from  current  income  and  the  curtailment  of  in- 
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dividual  consumption  brought  about  by  rising  prices.  If  all  these 
savings,  and  also  the  income  which  might  have  been  saved  but  is  in 
fact  expended,  were  taken  by  the  tax  gatherer,  it  is  certain  that 
there  would  be  slight  need  for  domestic  borrowing.  Much  of  the 
preexisting  capital  as  it  became  available  for  new  uses  could  be 
reinvested  in  those  particular  branches  of  industry  in  which  ad- 
ditional facilities  seemed  to  promise  satisfactory  returns. 

General  acquiescence  in  the  policy  of  borrowing  for  war  pur- 
poses is  by  no  means  to  be  attributed  solely  to  misconceptions  re- 
garding the  relative  importance  of  the  sources  from  which  funds 
subscribed  to  war  loans  are  derived.  It  is  also  commonly  believed 
that  by  borrowing  the  burden  of  war  costs  is  shifted  from  the 
present  to  future  generations.  Such  shifting  is  in  large  measure 
illusory.  A  burden  can  indeed  be  placed  on  future  generations, 
but  the  generation  conducting  the  war  does  not  escape.  A  nation 
at  the  end  of  the  war  is  poorer  by  the  amount  that  its  capital 
and  other  wealth  is  less  than  it  would  have  been  if  there  had  been 
no  war.  This  loss  is  inevitably  greater  if  the  borrowing  rather 
than  the  taxation  policy  is  adopted,  because,  as  we  have  seen,  bor- 
rowing does  not  reduce  unnecessary  consumption  to  the  greatest 
possible  extent. 

Taking  a  community  as  a  whole,  a  war  debt  is  of  course  in  no 
sense  an  asset.  This  would  be  evident  enough  if  the  ownership  of 
the  debt  was  distributed  among  the  people  in  exact  proportion  to 
the  additional  taxes  which  they  must  pay  in  order  to  meet  interest 
and  sinking  fund  requirements.  Owing  to  the  manner  in  which  the 
debt  is  in  fact  held,  it  alters  to  the  disadvantage  of  the  great 
majority  of  the  people  the  distribution  of  the  total  income  of  the 
community.  On  the  return  of  peace  those  who  served  in  the  armies 
will,  generally  speaking,  enjoy  a  smaller  share  in  the  national 
dividend  because  they  were  deprived  of  the  opportunity  to  earn 
income  from  which  savings  might  be  made  for  subscriptions  to 
war  loans.  Large  numbers  of  those  who  remain  at  home  either 
because  of  a  decline  in  their  incomes  or  on  account  of  advancing 
prices  are  also  unable  to  save  their  quota  of  the  war  debts,  and 
consequently  find  themselves  in  a  less  favorable  position  than  at 
the  beginning  of  the  war.  A  fortunate  and  perhaps  more  thrifty 
minority  become  owners  of  the  government  debt  and  enjoy  a  rent 
charge  on  the  income  of  the  community  which  continues  until  the 
principal  of  their  claim  is  returned  to  them. 

There  is  one  conceivable  arrangement  under  which  the  burden 
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of  a  war  debt  might  be  transferred  entirely  to  future  generations. 
If  interest  did  not  begin  to  accrue  on  the  loans  for  twenty  or 
thirty  years  after  they  were  issued  the  generation  conducting  a 
war  would  escape.  Even  so,  the  immediate  relief  would  be  less 
than  that  which  might  be  secured  if  the  war  were  financed  by  tax- 
ation. Extravagant  consumption  would  not  be  so  completely 
curtailed  and  consequently  to  a  somewhat  greater  extent  the  war 
would  be  financed  from  capital  existing  before  the  conflict  which 
might  become  available  for  new  investment  during  its  progress. 
But  this  plan  is  obviously  impracticable.  Inasmuch  as  loans  can- 
not be  floated  on  a  deferred  interest  basis  the  generation  which 
conducts  a  war  by  borrowing  must  shoulder  an  increased  burden 
of  taxation  for  the  benefit  of  those  who  were  fortunate  and  pru- 
dent enough  to  subscribe  to  government  war  loans. 

To  war  finance  based  mainly  on  borrowing  there  are,  then, 
fundamental  objections.  During  the  years  immediately  following 
the  conflict  it  impairs  the  ability  of  a  country  to  keep  up  its 
military  preparations,  to  say  nothing  of  its  power  to  undertake 
another  war.  It  accentuates  the  redistribution  of  incomes  during 
a  war.  It  is  imjust  to  all  those  who  serve  in  the  armies  and  also 
to  many  who  remain  at  home.  It  enables  a  small  section  of  the 
population  to  enjoy  undiminished  or  enlarged  incomes  which  are 
either  expended  extravagantly  or  become  a  claim  upon  the  income 
of  the  commimity  for  an  indefinitely  long  period  in  the  future. 

But  although  in  all  these  ways  borrowing  as  a  means  of  financ- 
ing a  great  war  is  most  unsatisfactory,  it  has  one  advantage  which 
cannot  be  questioned.  It  works.  If  a  people  are  heartily  in  favor 
of  a  war,  directly  through  the  funds  subscribed  to  loans  and  indi- 
rectly through  the  forced  economy  of  those  with  stationary  or 
declining  incomes  occasioned  by  rising  prices,  governments  can 
secure  command  of  a  very  large  proportion  of  the  labor  force  in 
a  country  and  the  use  of  much  of  its  capital.  Large  armies  can 
be  formed  and  supported  and  enormous  quantities  of  military 
supplies  can  be  produced.  Even  though  the  burden  is  unevenly 
distributed,  the  transfer  of  labor  and  capital  from  the  activities 
of  peace  to  those  of  war  is  successfully  accomplished. 

It  boots  nothing,  therefore,  to  dilate  upon  the  equity  and  re- 
mote advantages  of  taxation  over  borrowing,  unless  it  can  be 
shown  that  by  some  other  method  the  productive  forces  of  a  coun- 
try can  be  as  speedily  transferred  and  as  efi^ectively  exerted  in  the 
production  of  the  large  and  varied  supplies  of  material  required 
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in  the  conduct  of  a  modem  war.  Equity  would  indeed  sanction 
taxing  away  all  income  received  during  a  war  in  excess  of  that 
which  each  citizen  had  received  during  the  year  preceding  the 
conflict,  and  also  so  much  of  ordinary  income  as  was  not  needed 
for  absolutely  necessary  consumption.  Taxation  on  this  onerous 
scale  would  virtually  eliminate  the  ordinary  economic  motives  for 
effort  and  sacrifice.  What  would  be  the  effect  on  production? 
There  is  no  experience  whatever  on  which  to  base  a  judgment.  I 
venture  to  think,  however,  that  no  serious  difficulties  would  be  en- 
countered when  millions  of  men  were  fighting  in  the  trenches  dur- 
ing a  great  war  in  which  a  people  believed  that  its  vital  interests 
were  at  stake. 

In  the  first  place,  it  may  be  stated  with  confidence  that  all  the 
various  considerations  of  which  account  must  be  taken  in  framing 
a  permanent  taxation  policy  have  no  bearing  when  it  is  a  question 
of  taxation  for  a  limited  period  and  for  a  specific  purpose.  Ac- 
cepted canons  of  taxation  and  most  economic  principles  have  no 
application  amid  the  conditions  which  develop  during  a  great  mod- 
ern war.  It  is  not  necessary,  for  example,  to  take  account  of  the 
effect  of  onerous  taxation  on  saving  and  on  the  investment  of 
capital.  It  is  the  avowed  purpose  of  the  state  to  secure  through 
taxation  all  that  can  be  saved.  Onerous  income  taxes  will  not 
weaken  the  motive  for  maintaining  the  capital  which  was  in  exist- 
ence before  the  war,  because  it  will  become  the  basis  for  the  ac- 
customed return  to  its  owners  upon  the  restoration  of  peace.  In 
any  event,  whether  the  state  borrows  or  taxes  there  will  be  less 
capital  at  the  end  of  the  war  than  at  the  beginning.  But  as  we 
have  seen,  a  greater  part  of  the  capital  of  the  country  is  likely 
to  be  absorbed  under  the  borrowing  policy  because  it  does  not  re- 
duce individual  consumption  to  the  greatest  possible  extent. 

It  would  seem  at  first  sight  that  if  no  income  could  be  saved 
for  investment  during  a  war  serious  difficulty  might  be  encountered 
in  securing  the  necessary  additions  to  plants  required  for  the 
production  of  munitions  and  other  military  supplies.  Experience 
during  the  present  war,  however,  proves  quite  conclusively  that 
these  requirements  are  too  great  and  immediate  to  wait  upon  the 
slow  processes  of  the  adjustment  of  facilities  of  supply  to  demand 
working  through  prices  and  business  profits.  The  warring  govern- 
ments have  been  obliged  to  undertake  the  erection  or  direct  con- 
trol of  plants  and  the  organization  of  production,  not  only  of 
munitions  but  also  of  other  indispensable  articles.     Much  has  of 
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course  been  done  by  private  enterprise  but  commonly  under  con- 
ditions which  guaranteed  against  loss.  Both  these  methods  would 
be  equally  feasible  even  though  there  were  no  new  savings  available 
for  investment.  Within  moderate  limits,  the  cost  of  converting 
plant  to  war  uses  could  be  charged  as  at  present  to  operating  costs 
and  not  to  capital  account.  Much  capital  also  would  become 
available  for  investment  through  the  liquidation  of  capital  in 
branches  of  industry  unfavorably  affected  by  the  war.  It  would 
also  be  quite  possible,  and  indeed  this  has  happened  during  the 
present  war,  for  governments  to  make  advances  of  funds  to  private 
concerns  for  capital  expenditure. 

During  a  great  war  it  would  also  seem  that  the  chance  of  mak- 
ing large  profits  is  not  needed  to  secure  persistent  effort  and 
readiness  to  assume  business  risks.  Patriotic  motives  in  the  busi- 
ness and  financial  world  even  now  in  some  degree  take  the  place 
of  ordinary  economic  motives,  even  though  no  strong  appeal  has 
been  made  to  them.  But  it  is  also  to  be  noted  that  business  risks 
are  far  less  than  in  times  of  peace  even  under  conditions  as  they 
develop  when  a  war  is  financed  by  borrowing,  and  these  risks  would 
be  still  further  reduced  if  the  taxation  policy  were  adopted.  In 
any  event,  the  warring  state  takes  a  leading  role  in  determining 
the  direction  of  production.  A  large  part  of  the  total  output  of 
industry  is  in  response  to  government  orders.  Those  who  supply 
the  wayward  demands  of  the  few  whose  incomes  have  been  in- 
creased by  war  do  indeed  incur  serious  risks.  But  if  all  income 
were  heavily  taxed  there  would  be  little  or  no  demand  of  this 
character.  Marketing  risks  would  be  reduced  to  a  minimum,  since 
virtually  all  the  labor  and  capital  of  a  coimtry  would  be  employed 
in  producing  articles  of  necessary  consumption  and  military 
supplies. 

Finally  it  may  be  observed  that  the  evident  justice  of  a  policy 
under  which  no  one  would  reap  an  economic  benefit  from  a  war, 
even  though  it  might  cause  some  relaxation  of  effort  on  the  part 
of  a  few,  would  certainly  stimulate  the  vast  majority  of  people  to 
greater  efforts.  In  England,  for  example,  during  the  present  war, 
the  large  gains  and  extravagance  of  a  few  have  caused  serious  dis- 
content in  labor  circles,  a  grievance  which  was  in  some  degree 
finally  removed  by  means  of  the  excess  profits  tax. 

The  abrupt  curtailment  of  individual  consumption  which  would 
come  with  the  adoption  of  this  taxation  policy  would  occasion  no 
serious  disturbance  in  the  labor  markets.  In  all  the  warring  coun- 
tries it  has  been  found  necessary  to  utilize  the  labor  of  women  to 
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an  unprecedented  extent.  The  enormous  number  of  men  absorbed 
in  the  armies,  together  with  the  large  government  demand  for 
goods,  has  much  more  than  offset  the  reduction  in  the  demand  for 
labor  in  various  peaceful  pursuits. 

More  serious  difficulties  might  be  encoimtered  by  those  having 
capital  invested  in  the  luxury  trades.  But  thanks  to  the  great 
variety  of  modem  military  requirements,  a  use  can  be  found  for 
much  plant  of  this  kind.  It  is  reported,  for  example,  that  during 
the  present  war  even  candy  kitchens  and  photographic  studios 
have  been  utilized.  Supplies  of  articles  of  luxury  on  hand  can 
largely  be  disposed  of  in  neutral  markets.  Moreover,  the  con- 
sumption of  luxuries  in  a  warring  country  would  not  be  entirely 
discontinued,  if  as  they  properly  should  be,  rates  of  taxation  were 
so  limited  as  not  to  occasion  a  serious  change  in  the  standard  of 
life  of  any  class  in  the  commimity.  During  a  great  war  it  would 
be  entirely  equitable  to  tax  far  beyond  the  limit  set  by  the  stand- 
ard of  life,  but  practical  considerations  forbid.  Taxation  which 
would  make  necessary  revolutionary  changes  might  well  occasion 
a  greater  loss  in  efficiency  than  would  be  offset  by  the  gain  in 
revenue.  To  take  anything  like  half  of  incomes  of  say  $8000 
would  be  equitable,  but  it  would  involve  changes  in  the  manner  of 
living  which  could  only  be  made  with  the  very  greatest  difficulty. 
On  the  other  hand,  to  tax  50  per  cent  of  incomes  of  $40,000  or  90 
per  cent  of  incomes  of  a  million  or  more  would  still  leave  enough 
to  permit  in  all  essentials  the  maintenance  of  the  standard  of  life 
to  which  the  recipients  of  such  incomes  are  accustomed. 

It  is  of  course  impossible  to  determine  in  advance  of  experience 
just  how  far  it  would  be  possible  to  go  in  financing  a  war  by  taxes 
on  income.  Tentatively,  and  mainly  for  illustrative  purposes,  the 
following  scheme  of  taxation  may  be  suggested.  All  incomes,  or 
at  all  events  90  per  cent  of  all  income,  in  excess  of  the  average 
annual  income  received  during  the  two  years  preceding  a  war 
should  go  to  the  state.  This  proposal  simply  involves  an  extension 
of  the  excess  profits  tax  which  has  been  adopted  very  generally 
during  the  present  war.  In  addition  ordinary  income  should  be 
taxed  "to  the  bone*'  but  not  beyond  the  point  which  would  still 
leave  every  class  of  taxpayers  sufficient  income  to  maintain  the  es- 
sentials of  its  customary  standard  of  life.  Let  us  assume  as  a 
starting  point  a  special  war  tax  of  6  per  cent  on  incomes  of  $1500, 
or  perhaps  $1S00,  of  10  per  cent  on  incomes  of  $S000  and  of  20 
per  cent  on  incomes  of  $6000.     By  successive  stages  the  rates 
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would  be  increased  until  50  per  cent  of  incomes  of  $40,000  and, 
let  us  say,  all  income  in  excess  of  $100,000  were  taken  by  the  state 
during  the  period  of  the  war.  These  taxes  would  after  all  repre- 
sent nothing  more  than  patriotic  citizens  might  be  expected  and 
urged  to  save  and  to  invest  in  government  loans  under  the  borrow- 
ing policy  of  war  finance.  The  imposition  of  these  taxes  would 
of  course  require  a  reorganization  of  all  war  charity,  but  the 
alleviation  of  much  of  the  distress  occasioned  by  war  which  is  now 
left  to  private  benevolence  is  properly  a  government  function  and 
could  be  far  more  effectively  handled  through  its  agency.  In  ad- 
dition to  taxes  on  income,  special  taxes  on  a  few  articles  entering 
into  general  consumption  should  be  imposed.  A  tax  on  sugar  of 
five  cents  a  pound,  with  correspondingly  heavy  taxes  on  tobacco 
and  beverages,  alcoholic  and  non-alcoholic,  would  presumably  be 
sufficient  for  the  purpose  of  reaching  those  whose  incomes  are  too 
small  to  warrant  resort  to  direct  taxation.  A  high  tax  of  say 
fifty  cents  a  gallon  on  gasoline  and  on  other  articles  of  which 
enormous  quantities  are  required  for  military  use  would  also  be 
advisable. 

A  war  finance  policy  based  on  taxation  presupposes  that  a 
country  must  have  established  and  in  operation  highly  developed 
income-tax  machinery  in  time  of  peace,  so  that  it  may  have  at  its 
disposal  full  information  regarding  the  income  of  its  citizens.  It 
would  also  seem  essential  that  the  policy  should  have  been  care- 
fully considered  and  that  the  people  should  have  definitely  decided 
in  favor  of  its  adoption  as  an  integral  part  of  its  military  pro- 
gram. It  would  indeed  be  highly  advantageous  to  enact  legisla- 
tion authorizing  the  imposition  of  war  rates  of  income  taxation 
by  executive  proclamation  upon  the  outbreak  of  hostilities.  It 
might  also  prove  advisable  to  provide  that  the  tax  rates  to  be  im- 
posed at  the  outset  should  be  at  half  the  rates  which  would  become 
effective  at  the  end  of  a  period  of  six  months  of  war.  By  that 
time  the  initial  disturbance  occasioned  by  the  outbreak  of  war 
would  have  passed  and  it  would  be  possible  to  judge  with  some 
certainty  whether  the  country  was  engaged  in  a  long  and  arduous 
contest. 

This  paper  is  primarily  concerned  with  the  underlying  princi- 
ples which  should  determine  financial  policy  in  time  of  war.  But 
a  few  matters  of  less  fundamental  importance  may  be  given  pass- 
ing consideration.  As  regards  the  proposed  income  taxes,  a  single 
annual  collection  would  be  unsatisfactory  on  fiscal  grounds.    The 
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enormous  payments  to  be  made  might  seriously  dislocate  the  bank- 
ing machinery  of  a  country.  Monthly  or  quarterly  payments 
would  in  large  measure  meet  these  difficulties.  Payment  of  the 
taxes  at  frequent  intervals  would  also  reduce  to  a  minimum  loss  of 
revenue  from  irresponsible  individuals  who  otherwise  might  spend 
in  extravagant  consumption  the  funds  which  should  have  been  set 
aside  to  meet  the  tax  on  their  incomes.  It  would  also  be  desirable 
to  provide  that  tax  payments  might  be  made  in  short-time  interest- 
bearing  obligations  of  the  government.  Purchases  of  these  obli- 
gations by  those  subject  to  income  tax  would  provide  a  govern- 
ment with  a  reasonably  steady  supply  of  funds  probably  quite  as 
effectively  as  under  the  present  financial  policy  based  on  borrow- 
ing. In  order  to  provide  a  comfortable  working  balance  and  to 
meet  initial  expenditures,  a  government  loan  at  the  beginning  of 
a  war  would  probably  be  necessary.  Such  a  loan,  absorbing  un- 
invested funds  accumulated  before  the  conflict,  would  not  run 
counter  to  the  equities  of  the  situation  created  by  war. 

War  finance  based  on  taxation  has  many  advantages  over  either 
the  paper  money  or  the  borrowing  policy.  One  of  these  advant- 
ages, even  though  it  is  not  the  most  important,  may  properly  be 
given  special  consideration,  because  it  would  contribute  much  to 
the  feasibility  of  the  taxation  policy.  Both  paper  money  and  bor- 
rowing, as  we  have  seen,  are  certain  to  bring  about  a  general  ad- 
vance in  the  level  of  prices.  It  will,  I  think,  be  readily  granted 
that  a  belligerent  country  which  financed  itself  entirely  (aside 
from  foreign  loans)  by  means  of  income  taxes,  supplemented  by 
taxes  on  a  few  commodities,  would  experience  little  or  no  advance 
in  the  general  level  of  prices.  There  would  be  no  influence  at  work 
tending  toward  an*  increase  in  the  total  volume  of  its  purchasing 
media.  Surely  not  many  would  seek  loans  from  banks  for  the  pur- 
pose of  maintaining  accustomed  expenditure,  and  banks  certainly 
would  not  give  favorable  consideration  to  such  loans.  Prices  in 
neutral  countries  would  of  course  advance  if  they  were  resorted  to 
for  supplies  on  the  scale  witnessed  during  the  present  war.  But 
it  is  one  of  the  advantages  of  the  taxation  policy  over  borrowing, 
that  it  would  greatly  reduce  the  volume  of  goods  imported  to  a 
warring  country.  Imports  of  luxuries  would  inevitably  fall  off. 
Moreover,  owing  to  the  smaller  demand  for  luxuries  produced  at 
home,  more  labor  would  be  set  free  for  the  production  of  neces- 
saries and  of  military  supplies,  thus  in  turn  reducing  importations 
of  such  commodities. 
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The  adoption  of  the  taxation  policy  would  not  of  course  elimi- 
nate all  changes  in  income  during  a  war.  It  would,  however,  di- 
minish the  number  of  such  changes  and  also  confine  them  within 
narrower  limits  than  is  possible  under  the  conditions  of  rapidly 
rising  prices,  which  are  found  whenever  a  war  is  financed  by  means 
of  paper  money  or  borrowing.  Comparatively  stable  prices  would 
facilitate  the  execution  of  the  income-tax  policy  in  two  ways.  In 
the  first  place,  the  amount  of  excess  profits  as  well  as  the  number 
in  receipt  of  such  profits  would  be  far  less  considerable  than  has 
been  the  case  in  past  wars.  And  second,  the  special  war  tax  on 
ordinary  income  would  occasion  less  disturbance,  since  the  neces- 
sary curtailment  of  expenditure  would  be  more  exactly  estimated 
by  the  people  generally  if  something  like  the  accustomed  level  of 
prices  were  maintained.  To  those  in  receipt  of  stationary  incomes 
of  moderate  size,  it  may  be  added,  the  proposed  taxes  would  be 
less  burdensome  than  the  deprivation  resulting  from  the  rise  of 
prices  under  the  borrowing  policy  in  the  countries  now  at  war. 

The  avoidance  of  rising  prices  is  by  no  means  the  most"  import- 
ant of  the  advantages  to  be  derived  from  financing  a  war  by  taxa- 
tion rather  than  by  loans.  There  are  indeed  a  number  of  other 
advantages  which  are  of  decidedly  greater  importance.  To  finance 
a  war  to  the  greatest  possible  extent  currently  from  taxation  is 
just.  It  would  place  all  citizens  upon  an  equal  footing  in  so  far 
as  war  conditions  will  permit.  It  would  leave  a  country  in  far 
better  position  to  make  preparation  for  and  to  conduct  future 
wars  if  they  unhappily  should  come.  The  return  to  peaceful  ac- 
tivities would  be  enormously  simplified.  Taxation  would  then  be 
somewhat  more  burdensome  than  before  the  war,  but  the  increase 
would  be  insignificant  in  comparison  with  that  which  must  be  borne 
if  the  borrowing  policy  is  adopted.  Moreover,  the  proceeds  of  the 
additional  taxes  would  be  used  chiefly  to  relieve  the  families  of 
those  who  were  killed  or  the  soldiers  who  were  incapacitated  during 
the  war.  The  danger  that  class  antagonism  may  develop  even  to 
the  point  of  revolutionary  outbreaks  would  be  eliminated.  Finally 
the  taxation  policy  would  leave  a  country  in  a  vastly  better  posi- 
tion for  further  industrial  development,  to  compete  in  the  markets 
of  the  world  and  above  all  to  take  up  its  social  and  other  civiliz- 
ing activities  more  nearly  where  they  were  interrupted  at  the  out- 
break of  hostilities. 
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E.  T.  Miller. — Two  phases  of  Professor  Sprague's  very  able  paper 
inyite  discussion:  the  one  involves  the  principles  of  money^  the  other 
the  principles  of  public  finance. 

The  relation  of  money  and  credit  to  prices^  the  relative  importance 
of  the  money  side  and  of  the  goods  side  in  a  period  of  price  changes^ 
the  relation  of  particular  prices  to  the  price  levels  and  what  the  con- 
stitutents  of  the  money  side  are — ^whether  standard  money  or  both 
standard  money  and  credit  money  or  all  purchasing  media — ^remain 
among  the  unsettled  questions  of  money^  though  each  one  of  us  doubt- 
less has  rather  positive  convictions  about  them. 

Professor  Sprague  takes  the  usual  position  of  a  quantity  theorist 
with  respect  to  most  of  these  points.  Subject  to  the  qualification  that 
the  country  is  not  nearing  economic  exhaustion^  any  considerable  rise 
in  the  level  of  prices  in  a  country  engaged  in  war  must  be  due,  he 
thinks,  to  an  increase  in  the  volume  of  the  purchasing  media,  and  the 
medium  most  responsible  for  the  rise  in  the  price  level  is  bank  credit 
in  the  form  of  notes  and  deposits. 

It  is  not  my  wish  to  direct  undue  attention  to  this  phase  of  the 
paper,  for  clearly  the  main  emphasis  is  upon  taxation  as  a  method  of 
war  finance.  At  the  same  time  the  avoidance  of  a  rise  in  prices  is  one 
of  the  principal  advantages  claimed  for  taxation  over  borrowing,  and 
so  it  is  not  altogether  inappropriate  to  comment  briefly  on  the  theory 
found  in  the  paper  of  price  changes  in  a  country  engaged  in  war. 

In  the  warring  countries  today  the  concern  is  not  with  that  abstrac- 
tion the  level  of  prices,  but  it  is  with  particular  prices.  The  movements 
which  engage  attention  are  those  of  the  prices  of  coal,  gasoline,  wheat, 
sugar,  wool,  cotton,  leather,  and  many  similar  particular  commodities 
of  vital  military  and  domestic  consumption,  and  not  the  movements  of 
an  index  number,  which  is  probably  a  purposeless  general  purpose 
number,  and  includes  whale  oil  and  sassafras,  crSpe  de  Chine  and 
checkers. 

The  rises  in  the  prices  of  these  particular  commodities  are  not,  in 
my  opinion,  due  principally  to  changes  originating  on  the  side  of,  or  con- 
nected with,  money  and  credit,  but  are  to  be  attributed  to  changes  in 
the  relations  between  the  demand  for  and  supply  of  the  goods  them- 
selves. To  give  an  example,  it  is  said  that  the  English  trench  soldiers 
require  a  new  woolen  uniform  every  thirty  days.  This  greatly  multi- 
plied demand,  as  compared  with  the  peace  demand,  cannot  be  dbefc 
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bj  the  decreased  consumption  of  woolens  by  the  nonbelligerents.  No 
policy  of  excessive  taxation^  therefore^  would  prevent^  we  think^  that 
rise  of  prices  which  is  of  most  concern  in  time  of  war. 

Preference  for  taxation  over  borrowing  as  a  method  of  financing 
a  war  has  received  the  endorsement  of  Hume^  Adam  Smithy  Ricardo^ 
Chalmers^  and  Mill^  among  the  economists  and  among  the  statesmen. 
Gladstone  was  a  distinguished  advocate  of  it  in  the  beginning  of  the 
Crimean  War^  although  his  advocacy  was  later  in  a  much  modified  form. 
It  has  been  called  the  English  method^  but  improperly  so^  because  it 
has  never  been  thoroughly  applied  in  England.  As  the  sole  method 
of  financing  a  war  it  would  be  impossible^  and  before  the  gigantic  ex- 
penditures of  such  a  war  as  is  now  being  waged  the  proceeds  of  a 
confiscatory  policy  such  as  is  proposed  by  Professor  Sprague  would 
be  a  mere  bagetelle. 

In  1913  Dr.  Helfferich  estimated  the  national  income  of  Germany 
at  ten  billion  dollars.  Some  seven  billions  of  this  went  to  support  the 
imperial,  state,  and  local  governments.  Some  six  and  a  quarter  billions 
was  devoted  to  private  consumption,  and  about  two  billions  was  added 
to  the  capital  fund  of  the  country.  As  a  result  of  the  war  there  has 
been  an  estimated  decrease  of  three  and  a  quarter  billions,  so  that  the 
present  national  income  is  only  about  six  and  two-thirds  billion  dollars, 
and  this  amount  is  to  be  compared  with  war  expenditures  at  the  rate  of 
nearly  eight  billions  a  year.  In  France  war  costs  are  estimated  at 
62  per  cent  of  pre-war  national  income,  and  in  England  they  are 
placed  at  49  per  cent.  In  the  light  of  these  figures,  extensive  bor- 
rowing would  seem  to  be  inescapable.  Borrowing  in  neutral  markets 
as  in  the  markets  of  allied  countries  would  encourage  inflation  in 
those  markets  and  so  lead  to  a  rise  in  prices,  and  especially  would  a 
rise  occur  when  the  proceeds  of  the  loan  were  expended  in  the  lending 
country's  market  Prices  in  the  borrowing  country  surely  would  move 
in  sympathy  with  those  in  foreign  markets. 

Should  borrowing  in  the  domestic  market  be  confined  to  preexisting 
capital?  And  if  it  should,  could  it  be  so  restricted?  Professor 
Sprague  thinks  that  it  should  and  that  it  could.  His  reason  why 
it  should  is  fundamentally  a  moral  one.  He  would  confiscate  through 
the  tax  agency  all  additions  to  income  in  excess  not  only  of  the  pre- 
war amount  but  also  of  necessary  consumption,  and  for  the  reason 
that  it  is  unjust  and  inequitable  that  there  should  be  conscription  of 
person  and  not  conscription  of  income.  In  this  case  the  appeal  to 
equity  is  something  like  the  appeal  to  natural  rights.     It  is  a  matter 
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largely  of  individual  opinion^  and  while  the  proposal  may  seem  equit- 
able to  some>  it  may  not  to  others.  When  there  is  conscription  of  per- 
son^ who  are  those  who  are  left  at  home  and  what  is  their  lot?  Are 
they — ^the  women  and  the  children^  the  old,  the  infirm,  and  the  weak — 
fit  subjects  for  drastic  taxation?  Is  not  increased  labor  called  for  from 
all  who  are  left  behind,  and  are  there  not  also  added  risks  to  those  who 
engage  in  industry?  A  100  per  cent  excess  income  tax  would  be  unjust, 
and  superimposed  as  it  would  have  to  be  upon  a  tax  system  extended 
and  raised  for  purely  fiscal  reasons,  it  might  be  so  vexatious  and  de- 
pressing, in  the  case  especially  of  a  protracted  war,  as  to  weaken  the 
motive  to  industry  and  defeat  the  main  purpose  of  the  financial  pro- 
gram, which  is  to  raise  funds  to  carry  on  the  war.  Too  drastic  taxation, 
in  other  words,  ignores  what  Professor  H.  C.  Adams  calls  the  "psych- 
ological factor"  in  raising  public  funds.  Furthermore,  the  problem 
of  assessing  and  collecting  the  taxes  would  be  most  difficult,  and  the 
example  of  practical  socialization  of  moderate  sized  and  large  incomes 
in  time  of  war  would  be  a  Banquo's  ghost  in  time  of  peace. 

The  reduction  of  unnecessary  or  wasteful  consumption  is  one  of  the 
principal  arguments  for  heavy  war  taxation.  Such  an  argument  is 
more  applicable  to  some  countries  than  to  others.  In  only  one  of  the 
present  warring  countries  has  there  been  extravagant  or  riotous  con- 
sumption to  be  checked. 

Though  there  is  no  feasible  policy  of  taxation  which  can  prevent 
entirely  a  rise  of  prices,  and  while  borrowing  in  the  domestic  market 
is  inescapable,  a  union  of  taxation  and  of  borrowing  is  desirable,  with 
taxation  carried  only  to  the  point  where  it  does  not  weaken  the  will  to 
work. 

H.  L.  LuTz. — ^We  may  readily  agree  with  the  central  idea  of  Pro- 
fessor Sprague's  paper,  namely,  that  the  principle  of  "pay  as  you  go" 
is  a  wise  one  to  follow.  In  fact,  we  may  go  farther  and  say  that 
this  principle  is  deserving  of  much  greater  consideration  than  it  is  ap- 
parently receiving,  in  peace  as  well  as  in  war.  No  principle  of  finance 
is  being  more  widely  or  more  flagrantly  violated  at  the  present  time 
than  that  which  requires  a  careful  distinction  between  the  purposes  for 
which  and  the  circumstances  under  which  it  is  proper  to  borrow,  and 
those  which  require  the  financing  of  the  project  under  consideration  by 
means  of  taxation. 

Professor  Sprague  goes  much  farther  than  it  has  been  customary 
to  go,  however,  in  his  application  of  the  idea  that  a  larger  part  of  the 
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cost  of  war  should  be  met  by  taxation^  in  proposing  that  the  entire 
income  of  the  community  above  that  required  to  sustain  the  accustomed 
standard  of  living  be  appropriated  for  public  purposes.  This  he 
sustains  on  three  grounds. 

In  the  first  place^  it  would  be  entirely  equitable^  he  argues,  to 
equalize  in  this  manner  the  contributions  made  by  different  classes  of 
citizens  to  the  total  cost  of  the  war.  The  "stay-at-homes"  are  to  be 
compelled  to  make  a  heavy  contribution  from  their  income  to  offset 
the  sacrifice,  or  risk  of  life  and  strength,  made  by  those  who  are 
drafted  for  the  armies.  Universal  compulsory  military  service  is  to 
be  equalized  by  a  levy  of  universal  compulsory  financial  contributions. 
The  ethical  question  here  raised  I  do  not  care  to  discuss,  but  I  do  not 
think  that  the  two  sacrifices  are  comparable.  Those  who  go  to  the 
front  are  still  making  far  the  greater  sacrifice,  and  even  such  a  scheme 
of  taxation  as  here  proposed  would  fall  far  short  of  equalizing  the 
real  sacrifice  involved  in  military  service  in  war  time.  We  need  not 
hesitate  over  the  plan,  therefore,  on  such  grounds  as  these. 

Professor  Sprague  assigns  as  the  second  ground  for  his  proposal  the 
argument  that  loans  could  thereby  be  dispensed  with,  and  thus  the 
advance  of  prices  that  would  almost  inevitably  accompany  the  use  of 
the  customary  financial  measures  might  be  avoided.  The  check  upon 
consumption  would  be  exerted  rather  by  taxation  than  by  rising  prices,  ^ 
and  the  govenunent  would  gain  from  the  substitution  of  compulsory 
financial  support  for  the  voluntary  aid  vouchsafed  through  subscrip- 
tions to  public  loans  or  the  acceptance  of  paper  money.  This  ad- 
vantage would  be  achieved  by  appropriating  all  income  in  excess  of 
that  required  to  maintain  the  customary  standard  of  life  of  the  ante- 
bellum period,  and  all  excess  profits  gained  during  the  war. 

With  regard  to  these  arguments,  it  should  be  noted  in  the  first  place 
that  if  prices  should  advance  during  the  war  it  would  be  more  difficult 
to  maintain  the  customary  standard  of  living,  and  therefore  the  tax 
program  could  not  be  made  as  drastic  as  that  which  would  be  possible 
on  the  assumption  that  prices  would  not  be  materially  affected.  The 
question  of  the  course  of  prices  during  a  war  thus  becomes  important. 
Professor  Sprague  has  stated  that  there  could  hardly  be  a  marked  ad- 
vance in  the  general  price  level  without  the  expansion  of  credits  which 
would  accompany  a  borrowing  policy,  with  the  implication  that  if 
borrowing  were  not  resorted  to  there  would  be  no  material  general 
price  advance.  This  appears  to  emphasize  excessively  the  monetary 
factors  in  the  determination  of  price.     It  seems  quite  certain  to  the 
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present  speaker  that  such  a  price  advance  might  very  well  occnr^  indeed 
would  almost  certainly  occur^  even  without  an  expansion  of  credits.  The 
surrender  hy  individuals  of  their  purchasing  power  to  the  government^ 
to  be  used  for  war  purposes^  would  inevitably  result  in  a  wasting  of 
resources^  because  the  expenditure  of  this  purchasing  power  would  be 
absolutely  unproductive.  Professor  Sprague  has  pointed  out  that  a 
belligerent  government  is  not  deterred  from  purchasing  by  rising 
prices.  So  great  is  its  necessity^  in  fact^  that  its  use  of  materials 
must  naturally  outrun^  during  the  war^  the  capacity  of  the  country  for 
replacement  of  the  quantities  consumed.  This  is  the  more  true  since 
the  greatly  increased  government  demand  is  accompanied  by  a  heavy 
withdrawal  of  productive  laborers  from  industry  and  a  slackened  rate 
of  production  of  many  necessary  commodities.  I  am  inclined  to  doubt^ 
therefore^  whether  even  the  proposed  program  of  war  financing  would 
result  in  preventing  a  general  advance  of  prices^  though  I  grant  that 
this  dislocation  would  probably  not  be  as  serious  as  if  the  other  means 
of  war  financing  were  employed. 

I  have  some  question^  too^  of  the  fiscal  adequacy  of  the  plan  as 
here  proposed.  If  prices  do  remain  stable^  then  incomes  are  not  in- 
creased and  the  government's  financial  resource — ^the  income  of  the 
community — does  not  enlarge^  except  through  the  appearance  of  ex- 
cess profits  made  during  the  war.  But  without  rising  prices  the 
excess  profits  will  be  smaller^  if  they  appear  at  all.  In  order  to  yield 
sufficient  revenue  for  modem  war  purposes^  the  government  would 
almost  certainly  need  to  cut  into  the  customary  standard  of  life;  and 
the  addition  of  this  proposal  would^  in  my  judgment^  materially 
strengthen  the  plan  from  the  fiscal  standpoint. 

The  third  ground  for  this  proposal  is  that  it  would  hasten  the  re- 
habilitation of  the  country  after  the  conflict  and  permit  a  quicker  re- 
adjustment to  peace  conditions  and  requirements^  while  it  would 
diminish  the  handicap  of  a  heavy  war  debt  in  preparing  for  possible 
future  wars.  This  would  doubtless  be  true^  but  against  these  ad- 
vantages should  be  set  the  consideration^  noted  by  Professor  Sprague 
but  not  sufficiently  emphasized^  that  the  generation  which  is  enduring 
the  horrors  of  war  might  very  possibly  be  more  discontented^  more  diffi- 
cult to  unite  in  support  of  the  national  purposes^  if  it  were  asked  to 
bear  the  whole  financial  burden^  as  well  as  the  whole  sacrifice  of 
mental  and  physical  agony.  Much  will  depend  upon  the  circum- 
stances of  the  case.  There  is  often  a  real  justification  for  asking  a 
future  generation  to  bear  a  part  of  an  extraordinary  outlay^  whidi  la 
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being  incnrred  as  much  for  the  sake  of  posterity  as  for  those  now 
living.  Thus  borrowings  if  used  with  proper  caution^  might  serve  to 
unite  and  solidify  the  people  in  the  prosecution  of  the  war^  and  it 
might  also  open  up  a  financial  resource  to  the  government  which  would 
outweigh  that  of  excessively  drastic  taxation.  In  practice^  some  com- 
bination of  loans  and  taxes  will  probably  always  be  used  in  emergency 
financiering^  but — ^if  I  may  close  as  I  began — ^there  is  plenty  of  room^ 
both  in  peace  and  in  war-emergency  financiering^  for  renewed  em- 
phasis upon  the  greater  proportion  of  the  cost  that  should  in  any  event 
be  borne  by  taxation. 

Edmond  E.  Lincoln. — ^While  giving  my  qualified  endorsement  to 
the  general  scheme  of  taxing  incomes  to  meet  war  expenditures^  as 
outlined  by  Professor  Sprague^  I  wish  to  emphasize  a  certain  aspect 
of  the  matter  which  he  has  merely  suggested  rather  than  developed. 

In  determining  what  war  costs  a  country,  in  a  financial  sense,  it  is 
highly  important  to  consider  how  much  capital  has  been  destroyed, 
how  the  remaining  capital  has  been  invested,  and  how  rapidly  new 
capital  will  be  created  at  the  close  of  the  abnormal  period.  Indeed, 
1  believe  that  the  crux  of  the  whole  question  is.  What  has  happened  to 
the  concrete  apparatus  of  production? 

Under  the  usual  method  of  financing  war  by  means  of  loans,  whether 
by  bonds  or  by  the  issue  of  an  unusual  amount  of  paper  money,  there 
result  not  merely  the  improvidence  and  wasteful  expenditure  referred 
to  in  the  paper,  but  also  a  great  deal  of  unwise  investment,  careless 
management,  and  in  many  cases  a  failure  to  keep  the  productive 
apparatus  in  good  repair.  This  seems  to  be  a  very  significant  con- 
sideration, for  there  is  a  wide  margin,  in  most  cases,  between  the 
economically  desirable  and  the  absolutely  necessary  expenditures  for 
maintenance  and  repair — ^not  to  mention  needed  improvements.  With- 
out going  into  details,  the  reasons  for  this  harmful  policy  are  probably 
two,  psychological  and  economic.  In  the  first  place,  driven  on  by  the 
reckless  spirit  of  the  times,  by  the  eagerness  to  reap  huge  profits  with 
little  effort,  those  in  control  of  industry  will  put  less  into  the  upkeep  of 
their  plants  and  will  conduct  their  business  with  an  eye  to  the  present 
rather  than  the  future.  Secondly,  the  added  cost  of  material  and 
labor  will  act  as  a  further  deterrent. 

Under  a  properly  devised  income  tax,  granting  for  the  moment  its 
political  expediency  and  fiscal  adequacy,  it  seems  probable  that  the 
productive  apparatus  would  be  kept  in  a  better  state  of  repair.     Not 
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only  would  enterprisers  be  made  to  realize  the  gravity  of  the  situaticm 
and  the  need  for  caution^  but,  moved  by  self-interest,  they  would 
doubtless  make  more  ample  provision  for  the  upkeep  of  plant  and 
would  plan  improvements  for  the  future,  realizing  that  otherwise  the 
government  would  get  most  of  their  income,  while  it  would  be  very 
difficult  for  them  to  recoup  themselves  at  a  later  date.  Though  this 
policy,  to  be  sure,  might  strike  hard  at  the  proposed  plan  as  a  means  of 
raising  revenue,  such  an  objection  is  not  necessarily  conclusive,  par- 
ticularly when  we  give  due  weight  to  the  fact  that  the  economic  motive 
involved  would  tend  to  shorten  the  duration  of  war.  Furthermore, 
the  savings  of  the  people,  however  shrunken  they  may  be,  will  be 
directed  into  channels  ultimately  more  productive  than  could  have  been 
possible  when  everyone  thought  it  his  patriotic  duty  to  invest  in  the 
government  debt.  And,  finally,  this  fiscally  conservative,  though 
politically  radical,  method  of  financing  would  tend  to  steady  prices,  and 
so  encourage  still  more  the  adequate  maintenance  of  plant,  and  check 
speculation,  not  to  mention  other  benefits  gained. 

Since,  then,  the  scheme  presented  by  Professor  Sprague  would  seem 
to  secure  not  merely  the  negative  advantage  of  preventing  luxurious 
consumption,  but  also  the  positive  advantage  of  inducing  a  more 
conservative  investment  policy,  as  well  as  of  promoting  a  higher  con- 
servation of  the  national  productive  apparatus  and  the  national  re- 
sources, its  desirability  is  certainly  esablished.  Whether  or  not  the 
canons  of  adequacy  and  expediency  could  be  met  is  an  open  question. 

T.  K.  Urdahl. — I  have  been  greatly  interested  in  Professor 
Sprague's  accurate  analysis  of  income  and  other  taxes  as  a  means  of 
financing  future  wars.  There  is  no  criticism  which  can  be  made  on 
his  theoretical  analysis.  He  is  entirely  right  when  he  says  that  wars 
^srhich  are  now  financed  largely  by  bond  issues  might,  under  ideal 
conditions,  be  equally  well  financed  by  direct  and  indirect  taxation.  If 
it  had  been  possible  to  carry  out  such  a  scheme,  it  would  probably 
have  shortened  many  wars,  and  entirely  prevented  others.  But  there 
is  no  ministry  in  existence  at  the  present  time  which  would  dare, 
under  modem  conditions,  to  take  such  a  step.  If  they  did  attempt  to 
finance  by  taxation,  indirect  taxes  would  probably  have  to  bear  an 
exceptionally  large  part  of  the  burden. 

As  a  matter  of  fact.  Professor  Sprague's  theory  is  entirely  contrary 
to  the  evolution  of  war  finance  during  the  past  one  hundred  years.  The 
tendency  everywhere  is  to  finance  wars,  to  an  increasing  degree,  by 
means  of  bonds,  rather  than  taxes.     The  Napoleonic  wars  were  fi- 
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nanced  bj  England  to  the  extent  of  5S  per  cent  by  bonds^  and  47  per 
cent  by  taxes^  the  Crimean  War  was  financed  57  per  cent  by  bond  is- 
sues^ and  43  per  cent  by  taxes.  The  Boer  War^  69  per  cent  by  bond 
issues^  and  31  per  cent  by  taxes^  and  in  the  first  two  years  of  the  World 
War^  in  spite  of  the  most  strenuous  efforts^  England  succeeded  in  rais- 
ing only  14  per  cent  of  the  cost  of  the  war  by  taxation;  the  remaining 
86  per  cent  was  raised  by  war  loans. 

Furthermore^  it  appears  as  if  Professor  Sprague  has  neglected  a  very 
important  element  of  modem  war  finance — that  of  fiscal  or  govern- 
mental monopolies.  Never^  in  all  the  history  of  the  worlds  has  there 
been  such  a  powerful  socializing  force  as  the  present  war.  In  no 
era  have  governments  ever  attempted  to  establish  so  many  and  so 
powerful  governmental  monopolies  as  have  the  warring  nations  of 
today.  It  is  reported  from  English  sources  that  over  45  per  cent  of 
the  wage-working  classes  of  Germany  are  now  working  directly  for 
the  government.  It  is  also  reported  that  over  2^500^000  English 
wage  earners  are  directly  employed  by  the  English  government  in  its 
varied  governmental  war  establishments.  England  has  taken  over 
the  entire  railway  systems  of  England  and  Ireland.  Russia  and 
France  have  also  taken  charge  oi,  and  are  at  present  operating^  the 
bulk  of  their  railway  mileage.  War  necessities  have  forced  these 
countries  to  employ  efficient  men  in  this  branch  of  their  war  service. 
Russia  has  hired  one  of  America's  best  known  railway  presidents  to 
take  charge  of  and  reorganize  her  railway  business. 

War  necessities  have  also  forced  these  nations  to  purchase  and  sell 
not  only  to  their  military  branches^  but  to  the  people  at  large>  great 
quantities  of  goods  designed  for  human  consumption.  England  last 
year  established  a  commission  to  buy  all  the  sugar  needed  by  the 
English  people ;  and  this  commission  has  .sold  sugar  throughout  England 
at  an  average  price  of  about  eight  cents  a  pound.  In  the  same  way^ 
France  and  Italy  have  established  a  fiscal  sugar-selling  monopoly. 

Recently  these  three  commissions  of  the  three  countries  above  men- 
tioned have  combined  to  purchase  their  supply  of  sugar  through  a 
common  purchasing  agent.  This  is  but  an  illustration  of  the  in- 
numerable monopolies  of  the  same  kind  now  operated  by  the  govern- 
ments of  Europe. 

A  fiscal  monopoly  does  not  necessarily  mean  monopoly  to  manufac- 
ture and  distribute  or  sell  the  entire  product.  It  may  be  a  monopoly 
for  manufacture  alone^  or  it  may  be  exclusively  a  selling  monopoly. 

New  Zealand  and  the  other  Australasian  English  dominions  have 
gone  even  farther  and  established  government  abattoirs^  government 
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bakeshops^  government  mines^  as  well  as  governmental  establishments 
for  manufacturing  all  sorts  of  goods  designed  for  military  use. 

It  is  probable^  therefore^  that  in  future  wars^  ministries  will  lay 
more  stress  on  governmental  monopolies  than  they  have  in  the  past^ 
and  that  a  very  much  larger  part  of  the  war's  expense  will  be  borne 
by  governmental  monopolies.  In  fact^  it  seems  within  the  realm  of 
possibility  to  assume  that  should  another  great  war  break  out^  one  of 
the  first  things  that  the  ministries  involved  will  do  will  be  to  establish^ 
on  a  very  much  larger  scale  than  ever  before^  great  governmental 
monopolies  to  carry  on  all  kinds  of  enterprises  which  experience  has 
demonstrated  cannot  readily  be  entrusted  to  competitive,  privately- 
owned  business.  Such  action  will  meet  with  less  popular  opposition 
than  either  direct  or  indirect  taxes,  since  monopolies  will  be  estab- 
lished, ostensibly,  at  least,  to  prevent  rising  prices  as  a  result  of  war 
speculation  in  commodities  needed  by  the  masses.  The  large  incidental 
revenue  derived  from  them  will  not  be  generally  regarded  as  burden- 
some and  objectionable  war  taxes. 

Professor  Spraoub. — The  possibility  of  financing  war  by  taxes 
rather  than  by  loans,  and  the  advantages  to  be  gained  by  the  adoption 
of  that  policy,  do  not  depend  upon  any  particular  assumptions  regard- 
ing the  relation  between  money  and  prices.  It  matters  not  whether  a 
rise  of  prices  is  caused  by  an  increase  in  the  purchasing  media  of  a 
country,  whether  the  increase  is  a  concomitant  of  the  rise  of  prices,  or 
whether  the  increase  in  the  purchasing  media  is  a  result  of  rising  prices. 
Heavy  war  taxes  would  tend  directly  to  reduce  the  volume  of  the 
purchasing  media,  not  merely  because  borrowing  from  the  banks  and 
investments  by  banks  in  connection  with  war  loans  would  be  reduced. 
At  the  same  time,  by  checking  individual  consumption  the  taxes  would 
also  reduce  the  civilian  demand  for  commodities  and  set  free  labor 
for  the  production  of  military  supplies. 

It  has  been  suggested  that  the  general  price  level  has  no  particular 
significance,  but  rather  the  price  of  a  narrow  range  of  particular  com- 
modities, those  of  prime  necessity  for  military  purposes.  To  this  I 
am  inclined  in  large  measure  to  agree ;  but  if  unnecessary  consumption 
at  the  outset  of  hostilities  is  reduced  to  a  minimum,  adequate  supplies 
of  these  necessary  articles  can  be  more  readily  provided.  Take  coal, 
for  example;  much  coal  in  the  various  warring  countries  would  have 
been  saved  if  passenger  traffic  had  been  reduced  to  a  minimum,  to  say 
nothing  of  its  consumption  in  the  production  and  transportation  of  un- 
necessary articles  of  individual  consumption.     Similarly  in  the  case  of 
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blankets  and  uniforms :  nearly  complete  cessation  of  civilian  purchases 
of  clothes  would  unquestionably  have  contributed  much  labor  for  the 
production  of  adequate  supplies  of  military  clothing. 

Whether  the  proposed  rates  of  taxation  would  be  sufficient  to  finance 
a  war  is  indeed  uncertain.  Assuming  no  considerable  advance  in 
prices^  a  rate  of  5  per  cent  on  incomes  of  $1500^  rising  rapidly  with 
higher  incomes^  together  with  heavy  taxes  on  a  few  conmiodities  enter- 
ing into  general  consumption^  would^  I  believe^  be  sufficient.  It  is  to 
be  noted  that  the  taxes  would  be  levied  on  all  inc<Anes  and  not  as  at 
present  on  incomes  in  excess  of  certain  definite  amounts. 

In  conclusion^  I  may  say  that  all  those  to  whom  I  have  outlined  the 
matter  have  without  exception  admitted  that  conscription  of  income  is 
a  just  complement  of  compulsory  service.  The  requirements  of  modern 
warfare  in  more  than  one  direction  are  beyond  comparison  greater  than 
those  in  former  wars.  In  this  country  at  the  present  time  the  necessity 
of  universal  military  service  is  being  urged.  If  no  league  of  nations 
for  the  enforcement  of  peace  can  be  established^  the  policy  of  com- 
pulsory service  would  seem  to  be  essential  for  national  safety.  The 
acceptance  of  this  unwelcome  measure  by  the  mass  of  the  people  will^ 
I  believe^  be  hastened  if  it  is  accompanied  by  proposals  for  adequately 
and  justly  financing  the  costs  of  war. 
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THE  PLACfi  WHICH  ACCOUNTING  SHOULD  OCCUPY  IN 
ANY  SCHEME  OF  NATIONAL  PREPAREDNESS 

By  John  Raymond  Wildman 
New  York  University 
Meaning  of  Economic  Preparedness 

Economic  preparedness^  I  conceive  to  mean^  that  preparedness  which 
will  enable  ns  to  survive  in  a  place  among  the  leading  nations  of  the 
world  as  a  country  filled  with  happy^  prosperous  people.  The  need 
for  this  preparedness  is  doubtless  brought  sharply  to  our  attention 
by  the  present  war  in  Europe.  But  that  the  matter  is  purely  a  war 
problem  seems  to  me  to  be  questionable. 

Nature  fitted  us  to  take  a  foremost  place  among  the  nations  of  the 
world.  Professor  John  C.  Van  Dyke,  in  his  book  entitled  The 
Money  God,  presents  this  thought  strikingly  as  follows: 

Such  a  land !  The  sun  never  shone  upon  a  fairer,  a  richer,  a  more 
productive  one.  By  virtue  of  favorable  climate  and  an  abundant  rain- 
fall it  has  vast  agricultural  areas  of  almost  unlimited  resources.  All 
kinds  of  produce  may  be  grown.  There  are  belts  that  yield  cotton, 
cane,  rice,  wheat,  corn,  oats;  there  are  meadows  for  grass,  rye,  and 
barley;  uplands  for  fruits  and  vines,  and  wide  plains  for  cattle, 
horses,  and  sheep.  Out  of  the  mountains  come  gold,  silver,  copper, 
iron;  out  of  the  valleys  come  coal  and  oil.  For  more  than  a  hundred 
years  there  has  been  an  uninterrupted  cutting  of  the  forests,  still  there 
is  timber ;  and  for  a  longer  time  a  harrying  of  the  fauna,  still  there  is 
game.  It  has  been,  it  is  yet,  a  land  of  plenty,  and  all  its  paths  have 
dropped  fatness. 

Whether  as  a  nation  we  have  used  judiciously  and  conscientiously 
the  fortune  which  nature  and  our  forefathers  bestowed  upon  us,  seems 
at  times  doubtful.  From  the  Phoenicians  of  Tyre  by  devious  ways  we 
inherited  our  over-seas  commerce.  While  we  were  developing  our 
natural  resources  we  wasted,  it  is  claimed,  this  precious  heritage. 
There  are  those  who  accuse  us  of  having  been  guilty  of  gross  and 
careless  waste  in  the  development  of  our  natural  resources.  The 
Forestry  Department,  for  example,  tells  us  that  less  than  50  per  cent 
of  the  timber  cut  down  is  carried  away  or  used.  It  is  stated  by  the 
Department  of  Agriculture,  Bulletin  309,  that  the  growth  of  wood  in 
the  United  States  is  being  cut  down  at  the  rate  of  thirty-six  cubic  feel 
an  acre  every  year,  while  the  natural  increase  is  at  the  rate  of  twelve 
cubic  feet  an  acre.  In  other  words,  wood  is  being  used  three  times 
as  fast  as  it  grows. 

As  a  country,  may  we  go  on  in  this  way  ignoring  our  foreign  trade 
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and  wasting  our  natural  resources  ?  May  we  ignore  the  concentration 
of  wealth  and  the  demands  of  organized  labor?  Should  we  be  al- 
lowed to  forget  that  the  once  powerful  Roman  Empire  declined  and 
fell  and  that  France  from  1789  to  1795  was  torn  by  revolution?  If 
we  could  project  ourselves  into  the  future  five  hundred  years,  what 
would  we  read  in  the  world's  history  concerning  the  United  States 
of  America?  Should  we  not  after  the  manner  of  Eastern  civilization 
be  meditative  and  from  an  economic  point  of  view  ask,  "Whence  did 
we  come?"  and  "Whither  are  we  going?" 

We  should  look  upon  the  present  war,  in  my  opinion,  as  an  incident 
in  our  economic  life  rather  than  the  controlling  factor  which  will  de- 
cide our  ultimate  economic  fate.  We  must  realize  that  the  production 
of  the  future  must  be  intensive  rather  than  extensive.  If  we  are  to 
survive  the  fate  which  befell  the  Roman  Empire,  no  matter  how  dif- 
ferent may  be  the  cause,  industry  must  cooperate  with  the  government 
under  the  leadership  of  the  latter. 

Definition  of  Accounting 

Accounting  may  well  be  made  an  instrument  for  valuable  service 
in  bringing  about  national  industrial  organization  and  direction. 

The  function  of  accounting  is  to  present  comprehensive  information 
concerning  financial  status  and  operations  so  that  the  information  may 
be  used  as  a  basis  for  administration.  Accounting  provides  for  the 
analysis,  classification,  and  correlation  of  financial  facts  relating  to 
the  past,  from  which  may  be  formulated  the  policy  of  the  future.  As 
a  striking  example  of  this  we  have  the  progressive  American  manufac- 
turer and  trader,  who  is  finding  out  how  much  of  his  present  handsome 
profit  is  due  to  war  business,  new  South  American  business,  and 
domestic  business,  respectively.  This  information  he  will  use  to  guide 
him  Jn  planning  for  the  future. 

Relation  of  Accounting  to  National  Preparedness 

That  we  are  lacking  in  national  financial  facts  is  generally  con- 
ceded by  those  who  are  in  a  position  to  know.  The  census  bureau, 
notwithstanding  the  excellent  work  which  has  been  done  therein,  is 
inadequate  because  of  the  infrequency  with  which  financial  data  is 
collected  and  issued.  Various  bureaus  of  the  Department  of  Com- 
merce are  collecting  financial  information,  but  each  for  some  specific 
purpose,  and  apparently  with  considerable  overlapping  of  effort, 
duplication  of  work,  and  annoyance  to  the  respondents.  There  seems* 
to  be  lade  of  system  and  organization  in  the  collection  of  financial 
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data.  There  is  no  scheme  for  getting  at  one  time  all  the  financial 
information  which  the  federal  government  desires. 

There  is  need  for  more  complete  and  comprehensive  business  infor- 
mation of  a  national  character.  The  seller  or  buyer  of  a  business 
which  involves  good  will  and  who  honestly  attempts  to  value  good 
will  in  a  scientific  manner  is  practically  unable  to  do  so.  There  is  no 
place  where  he  may  go  and  ascertain  the  average  return  on  investinent 
in  the  field  to  which  the  business  in  question  belongs^  in  order  that  he 
may  capitalize  the  excess  income  in  the  valuation  of  the  good  wilL 

At  the  recent  hearing  of  the  Newlands  Committee  on  Railroads^ 
Mr.  Alfred  P.  Thom^  counsel  of  the  Railway  Executives'  Advisory 
Committee^  introduced  testimony  to  the  effect  that  the  railway  income 
of  the  country  had  declined  from  7.09  per  cent  to  3.44  per  cent  dur- 
ing the  period  from  1910  to  1915.  Whether  or  not  this  information 
was  taken  from  the  files  of  the  Interstate  Commerce  Conmiission  is 
not  known.  One  thing,  however,  is  certain,  namely,  that  the  commis- 
sion was  in  a  position  to  furnish  such  information.  The  importance  of 
having  it  before  attempting  to  fix  rates  is  apparent.  Yet  in  how 
many  other  industries  could  the  same  information  be  obtained? 

One  matter  which  is  receiving  unusual  attention  today  is  that  of 
including  in  costs  interest  on  owned  capital.  The  most  ardent  ad- 
vocate of  the  principle  finds  the  practice  difficult  of  accomplishment 
because  of  the  question  as  to  the  rate  to  be  used.  Theory  says,  "That 
rate  which  represents  the  average  return  on  capital  invested  in  the 
line  of  business  involved."  Practice,  not  being  able  to  obtain  such 
figures,  is  forced  to  make  use  of  various  substitute  rates,  which  are 
usually  far  from  scientific. 

There  is  no  doubt  that  there  is  a  woeful  lack  of  system  in  recording, 
^compiling,  and  correlating  financial  data  on  the  part  of  great  numbers 
of  business  organizations.  The  Federal  Tsade  Commission  some 
time  ago  sent  to  every  manufacturer  in  the  country  a  questionnaire  and 
schedule  asking  for  financial  information.  Only  30  per  cent  of  the 
replies  were  in  such  a  shape  that  they  could  be  used,  to  say  nothing 
of  those  who  did  not  reply. 

On  the  other  hand  there  are  many  business  concerns  and  institu- 
tions which  have  been  greatly  benefited  by  modem  accounting.  It  has 
been  a  boon  to  big  business.  The  trust  movement  in  the  United  States 
began  in  1898.  During  the  three  years  which  followed  one  hundred 
and  fifty  large  combinations  involving  a  capitalization  of  $3,500,000,- 
000  were  formed.  The  knowing  ones  shook  their  heads  and  predicted 
failure.     They  had  not  reckoned  with  modern  accounting,  which  made 
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it  possible  for  the  trust  executive  to  transcend  the  limits  of  individual 
observation  and  get  his  visualisation  from  a  few  eight  and  one-half 
by  eleven  sheets  containing  financial  statements  placed  before  him  in 
the  quiet  of  his  luxurious  office.  When  one  of  the  big  industrials  takes 
over  a  new  plant  or  business^  the  introduction  of  the  holding  company's 
standard  accounting  system  is  one  of  the  first  things  to  take  place. 
YSThen  the  vice-president  in  charge  of  production  is  about  to  decide 
whether  to  operate  a  certain  mill  on  nothing  but  woolens  or  on  mixed 
production^  it  is  a  statement  produced  by  the  accounting  department 
which  enables  him  to  do  so. 

If  accounting  has  been  used  to  such  advantage  by  the  large  in- 
dustrial enterprises  and  a  rapidly  increasing  number  of  municipalities^ 
why  should  it  not  be  made  an  instrument  for  service  by  the  federal 
government?  What  has  been  done  with  the  railroads  and  banks  might 
be  done^  it  seems^  with  all  industries.  In  order  to  accomplish  this^ 
federal  control  over  accounting  would  be  necessary.  There  would 
need  to  be  a  government  bureau  to  which  every  business  organization, 
whether  in  legal  type^  sole  proprietor,  copartner,  or  corporation,  would 
render  financial  reports.  These  reports  might  most  satisfactorily 
take  the  form  of  a  balance  sheet  and  an  income  statement  with  the 
respective  supporting  schedules.  Such  statements  if  truthfully  and 
completely  made  would  supply  the  information  from  which  could 
be  compiled  national  financial  figures  of  many  kinds. 

Objection  to  contributing  information  of  so  confidential  a  nature 
would  be  raised  by  many  concerns.  The  soil  pipe  manufacturers,  for 
example,  might  object  to  publicity  regarding  the  return  on  investment 
in  their  line.  If  they  did  they  would  be  old-fashioned.  A  new  era 
seems  to  be  dawning.  Business  men  want  facts.  Many  of  them  favor 
publicity.  Just  a  few  days  ago  the  newspaper  publishers  asked  for 
an  investigation  into  the  cost  of  production  of  paper  and  proposed  to 
make  the  Federal  Trade  Commission  the  "middleman"  to  supervise 
distribution  of  print  paper  at  equitable  prices.  True,  the  manufac- 
turers represent  another  phase  of  the  situation,  but  it  is  probable  that 
if  the  matter  were  submitted  to  them  they  would  agree  that  they  want 
a  fair  return  on  investment. 

In  the  case  of  corporations  transacting  interstate  business  the  Fed- 
eral Trade  Commission  already  has  the  power  to  require  such  fi- 
nancial statements.  With  intrastate  corporations,  which  are  relatively 
few  in  number,  this  jurisdiction  is  doubtful.  So  far  as  individuals  and 
copartnerships  engaged  in  interstate  trade  are  concerned,  there  are 
those  who  think  that  the  Federal  Trade  Commission  has  the  necessary 


Digitized  by  VjOOQIC 


228  American  Economic  Association 

power  should  it  choose  to  use  same.  Whether  or  not  the  constitution 
renders  individuals  and  copartners^  whether  engaged  in  interstate 
or  intrastate  trade^  immune  from  the  orders  of  the  commission  is 
questionable.  This  class  would  be  the  most  difficult  to  swing  into 
line^  but  the  proper  education  of  such  persons  and  an  appeal  to  their 
sense  of  national  interest^  namely^  the  sacrifice  of  classes  to  the  good 
f)f  the  whole>  might  accomplish  much.  I  have  no  desire  to  be  pro- 
phetic^ but  something  more  elaborate  than  the  report  now  required  of 
the  individual  for  income  tax  purposes  is,  I  believe,  going  to  be  de- 
manded by  the  govenunent  from  the  business  man,  even  if  the  c<m- 
stitution  has  to  be  amended  in  order  to  get  it 

What  Federal  Control  of  Accounting  Would  Accomplish 

The  advantages  of  the  scheme  for  federal  control  over  accounting 
which  I  have  proposed  appear  to  me  to  be  manifold.  It  would  give 
for  the  country  as  a  whole  the  shares  of  distribution.  It  would 
show  how  the  composite  business  man  distributes  his  composite  pro- 
ceeds to  the  material  and  supply  man,  to  the  laborer,  to  the  landlord, 
to  the  banker,  and  how  much  he  retains  as  his  share  for  profit.  With 
this  information  the  federal  government  would  be  enabled  to  legislate 
intelligently  for  capital  as  well  as  labor;  to  supervise  distribution  of 
commodities  if  necessary;  to  make  laws  for  tariff  purposes  based  as 
far  as  may  be  necessary  on  cost  of  production  in  this  country ;  and  to 
adjust  equitably  the  tax  on  incomes. 

The  plan  would  further  tend  to  create  uniformity  on  the  part  of 
individual  organizations  in  recording,  compiling,  and  reporting  fi- 
nancial data;  to  furnish  accurate  and  reliable  information  from  which 
to  compile  national  statistics  as  to  the  financial  status  and  operating 
strength  of  the  various  lines  of  industry,  both  singly  and  combined; 
proper  apportionment  of  the  economic  forces  during  and  after  wars 
in  other  countries;  effective  organization  and  marshaling  of  the  eco- 
nomic forces  for  wars  in  which  this  country  may  become  involved; 
facts,  not  guess-work,  as  a  basis  for  intelligent  federal  control  and 
administration  of  business  in  the  country  in  times  of  peace ;  and  closer 
cooperation  between  the  government  and  industry  with  the  government 
leading  the  way. 
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SECURITY  PRICES  AND  THE  WAR 

By  Roger  W.  Babson 

Wellesley  Hills,  Massachusetts 

As  to  the  special  problems  likely  to  arise  in  the  United  States  at 
the  close  of  the  European  War  with  respect  to  security  prices^  I  ask 
you  to  consider  the  following  determining  forces: 

1.  The  demand  for  securities,  which  exists  during  periods  of  pros- 
perity and  which  is  especially  potent  in  the  early  part  of  a  period  of 
prosperity.  Such  demand  falls  off  as  the  period  of  prosperity  de- 
velops. 

2.  The  supply  of  securities,  which  accompanies  a  period  of  pros- 
perity and  which  becomes  especially  great  during  the  latter  part  of 
a  period  of  prosperity. 

8.  The  attractiveness  of  securities,  from  an  investment  point  of 
view^  depending  both  on  the  earnings  of  the  corporations  and  the 
condition  of  the  money  market. 

4.  The  scale  by  which  money  is  measured; — that  is^  the  abstract 
value  of  money — ^which  depends  largely^  at  the  present  time^  on  gold 
movements. 

Of  course  there  are  other  currents  and  cross-currents  affecting  the 
situation^  but  the  allotted  time  will  permit  me  to  speak  only  of  the 
above  four.  Moreover,  for  convenience  I  will  subdivide  this  general 
subject  of  securities  into  three  groups:  namely,  stocks,  bonds,  and 
commercial  paper. 

Stocks. — Statistics  on  bank  clearings,  new  buildings,  bank  loans, 
foreign  trade,  railroad  earnings,  iron  production,  commodity  prices, 
mercantile  failures,  and  almost  every  other  fundamental  subject, 
clearly  indicate  that  at  the  close  of  the  European  War  we  shall  be 
at  or  near  the  close  of  the  present  period  of  prosperity.  Therefore 
the  demand  for  stocks  should  then  be  less  than  at  the  present  time,  and 
the  supply  of  stocks  should  then  be  greater  than  is  the  case  at  present. 
This  should  especially  be  true  of  the  stocks  of  new  corporations  which 
have  been  organized  during  the  past  three  years,  particularly  those 
for  handling  war  business. 

As  to  the  attractiveness  of  stocks  from  an  investment  point  of  view, 
after  the  war,  opinions  seem  greatly  to  differ.  Many  honestly  believe 
that  the  demand  for  steel,  copper,  and  certain  other  raw  materials 
win  be  even  greater  after  the  war  than  at  present.  I,  however,  do 
not  hold  this  view.     Personally,  I  believe  that  within  twelve  months 
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after  the  war  there  will  be  a  decline  of  from  25  per  cent  to  50  per  cent 
in  the  price  of  many  commodities.  History  shows  clearly  that  as  soon 
as  the  price  of  a  commodity  declines  baying  at  once  falls  off>  and  irre- 
spective of  current  earnings  of  the  company^  prices  for  the  company's 
securities  decline  likewise.  People  will  not  buy  on  declining  markets^ 
either  commodities  or  stocks. 

Gold  movements  do  not  have  the  marked  effect  on  stock-maricet 
developments  that  is  generally  supposed.  If  the  bringing  of  gold 
into  the  country  inflates  dividends^  it  likewise  deflates  the  purchasing 
power  of  dividends.  Therefore^  inflation  should  directly  make  no 
difference  in  the  selling  price  of  the  stocks.  Indirectly^  of  course, 
the  price  of  stocks  is  somewhat  increased  through  gold  inflation,  as 
it  is  easier  for  speculators  to  borrow  money  during  a  period  of  heavy 
gold  imports.  If  our  gold  movements  after  the  war  are  as  Mr. 
Roberts  has  so  interestingly  suggested,  this  should  tend  still  further 
toward  lower  stock  prices  as  peace  is  discounted. 

Bonds, — The  bond  market  after  the  war  will  be  largely  determined 
by  what  the  foreign  countries  do  concerning  their  present  debt  If 
these  nations  default  on  these  securities,  or  if  Europe  goes  on  a 
silver  basis,  then  there  will  be  an  abnormal  demand  for  the  good 
bonds  of  neutral  countries,  especially  bonds  of  corporations  in  the 
United  States.  In  such  a  case,  the  prices  of  our  good  bonds  should 
stiffen.  If  the  war  continues  from  two  to  three  years  longer,  as  some 
members  of  this  Association  insist,  it  is  very  possible  that  some  of 
the  nations  will  default  on  their  securities,  and  certain  countries  go  on 
a  silver  basis. 

The  most  conservative  bankers  in  New  York  assure  me  that  the 
war  will  not  continue  any  such  length  of  time  and  that  there  will  be  no 
default  of  securities  issued  by  the  Allies.  If  this  is  so,  there  may  be 
a  tremendous  demand  for  long-term  money  at  the  close  of  the  war 
and  fixed  rates  for  long  terms  may  rule  about  5^^  per  cent.  This 
would  mean  that  bonds  of  corporations  in  this  country  would  sell  on 
approximately  the  same  basis.  If  so,  our  bonds  certainly  would  not 
go  up  in  price  for  some  time.  Statistics  seem  to  indicate  that  this 
will  be  the  case,  if  we  consider  only  "demand  and  supply*'  and  their 
attractiveness  as  an  investment 

When  considering  the  effect  of  inflation  on  the  bond  market,  there 
can  be  no  argument.  Continued  inflation  results  in  higher  interest 
rates ;  hence  in  lower  prices  for  outstanding  bonds.  Unlike  stocks,  the 
interest  rates  for  bonds,  already  outstanding,  cannot  be  adjusted  to 
the  inflation  of  the  monetary  standard.     On  the  other  hand,  if  in* 
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flation  means  lower  bond  prices^  the  deflation  which  we  hear  is  likely 
to  come  after  the  war  should  mean  higher  bond  prices.  Personally^ 
however,  I  feel  that  the  amount  of  gold  that  will  be  exported  or  im- 
ported during  the  next  few  years  will  not  materially  affect  bond  prices. 
The  future  of  taxable  bond  prices  depends  on  what  Europe  is  to  do 
with  her  debt  after  the  war  is  over.     Concerning  this,  nobody  knows. 

Commercial  Paper, — Again,  assuming  that  business  will  begin  to 
wane  after  the  war,  the  demand  for  commercial  paper  should  then 
increase,  owing  to  idle  funds  in  the  banks;  but  the  supply  of  com- 
mercial paper  should  decrease,  owing  to  slackness  of  business. 
Concerning  the  attractiveness  of  commercial  paper  after  the  war,  I 
think  there  will  be  no  material  difference  compared  with  its  attractive- 
ness today.  Good  commercial  paper  is  always  attractive;  poor  com- 
mercial paper  is  never  attractive.  The  price  of  commercial  paper 
after  the  war  will  depend  on  demand  and  supply.  Considering  only 
such  demand  and  supply,  it  looks  as  if  commercial  paper  rates — 
after  the  war — ^would  be  lower  than  they  are  at  present. 

When  considering  our  other  factor,  gold  movements,  this  bears  a 
very  important  relationship  to  the  prices  of  commercial  paper.  Com- 
mercial paper  is  used  by  the  banks  to  take  care  of  their  excess  re- 
serves. Commercial  paper  is  the  great  shock  absorber  of  the  banking 
system.  Most  banks  use  commercial  paper  as  a  reserve  fund.  Hence, 
when  trouble  comes,  they  expect  their  commercial  paper  to  be  paid 
first  of  all.  This  is  absolutely  true  of  country  banks  and  to  a  great 
extent  of  city  banks.  The  gold  imports  which  we  have  had  during 
the  past  two  years  have  tended  toward  an  excess  of  money,  which 
has  resulted  in  a  great  demand  for  commercial  paper,  and  consequently 
rates  have  been  low.  If  heavy  gold  exports  continue  after  the  war, 
they  should  reduce  the  loaning  power  of  the  banks  and  curtail  their 
purchasing  power  of  commercial  paper. 

The  ultimate  result  of  all  this  will  be,  in  my  opinion,  that  after  the 
war,  the  decreased  lending  power  of  the  banks,  due  to  gold  exports, 
wiU  just  about  offset  their  excess  money,  due  to  general  slackness  of 
business.  Hence,  the  keenest  buyers  of  commercial  paper  feel  that 
rates  on  A-1  commercial  paper  will  be  practically  the  same  after 
the  war  as  at  present.  Of  course,  there  will  be  ups  and  downs, 
and  poor  names  may  sell  with  greater  difficulty;  but  there  should  be 
no  marked  changes  for  good  paper. 

A  study  of  statistics,  therefore,  leads  to  the  following  conclusions 
relative  to  what  is  likely  to  arise  in  the  United  States  at  the  close 
of  the  European  War  with  respect  to  security  prices: 
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1.  Domestic  stocks  are  likely  to  sell  at  very  much  lower  prices  as 
peace  is  discounted. 

2.  Domestic  long-term  taxable  bonds  will  sell  at  lower  prices  if 
the  war  stops  at  once^  but  perhaps  at  higher  prices  if  the  war  con- 
tinues two  or  three  years  longer. 

8.  Barring  some  catastrophe^  such  as  the  United  States  becoming 
involved^  rates  for  standard  domestic  commercial  paper  should  con- 
tinue after  the  war  on  about  the  same  basis  as  during  the  war^  with 
of  course  the  usual  seasonal  variations. 

One  other  factor  which  should  be  mentioned  is  the  non-taxable 
feature  of  certain  securities  such  as  the  new  farm-loan  bonds  which 
are  about  to  be  issued.  Bonds  and  other  securities  which  are  free 
from  taxation^  both  as  to  income  and  principal^  will  continue  to  be 
in  demand  after  the  war  and  continue  to  sell  at  high  prices  on  a  low 
basis  due  to  their  nontaxable  feature. 
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of  the  havoc  he  has  wrought  in  the  western  states.  At  recent  hear- 
ings held  in  San  Francisco  by  the  market  commissioner  it  was  de- 
monstrated that  no  one  is  now  making  money  by  farming  unless  he 
purchased  his  land  several  years  ago  before  it  was  priced  so  high. 
The  report  of  these  hearings  should  teach  us  a  lesson.  High-priced 
agricultural  land  means  that  farmers  will  fail  and  leave  the  state^  with 
nothing  good  to  say  for  it. 

It  is  not  impossible  to  standardize  land  selling.  In  all  directions 
we  are  hearing  how  this^  that^  and  the  other  thing  should  be  in- 
vestigated by  a  commission^  and  the  amount  of  profit  to  be  made  by  the 
men  in  that  line  of  business  indicated^  if  not  controlled^  by  the  com- 
mission's report.  An  editorial  in  Collier's  of  December  5  says:  "If 
the  distribution  of  food  from  those  who  grow  and  prepare  it  to  those 
who  use  it  is  not  a  public  utility^  then  there  is  no  such  thing."  If 
the  distribution  of  food  is  a  public  utility^  how  much  more  is  the  dis- 
tribution of  land^  which  is  the  basis  of  food  production? 

The  Forward-to-the-Land  League  has  been  preaching  for  four 
years  the  necessity  of  standardizing  land  values^  controlling  the  profit 
on  land^  and  placing  people  in  organized  rural  communities  in  groups 
of  at  least  fifty  families  each^  so  that  it  will  be  a  business  proposition 
to  furnish  them  those  things  necessary  for  their  contentment^  hap- 
piness^ and  prosperity.  If  the  price  of  food  is  regulated^  as  well  as 
H^t^  heat^  transportation^  and  other  public  utilities^  why  this  reluc- 
tance to  standardize  and  control  that  which  is  the  basis  of  all  our 
industrial  fabric^  namely^  the  price  of  agricultural  land?  How  is  it 
possible  to  bring  food  within  the  limits  of  reasonable  price^  unless  the 
land  itself  is  susceptible  of  the  same  regulation?  It  is  really  not  as 
difficult  as  it  would  seem ;  it  is  chiefly  a  matter  of  arousing  public  opin- 
ion to  the  necessity  of  such  control^  and  showing  a  plan  by  which  con- 
trol can  be  secured.  No  group  of  men  in  the  United  States  has  greater 
power  in  determining  that  this  be  done  than  you  who  are  here  assem- 
bled. Our  progressive  business  men  are  more  and  more  coming  to  see 
that  they  must  consult  with  scientists  before  determining  economic  ques- 
tions. One  of  the  most  valuable  things  that  this  Association  can  do^ 
in  my  opinion^  is  to  reach  out  a  sympathetic^  helping  hand  to  the 
business  men  and  make  yourselves  available  to  their  commercial  needs. 

Only  the  most  progressive  in  both  classes  yet  see  the  necessity  of 
working  together.  In  the  department  of  land  alone,  untold  millions 
can  be  saved  to  our  working  people  by  protecting  their  home-purchas- 
ing power,  through  the  creation  of  authoritative  sources  of  land  in- 
formation, free  from  political  or  commercial  control.     Certain  leading 
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Socialists  do  not  think  it  wise  to  put  colonization  into  goTernment 
bureau  control. 

The  next  step  is  to  prove  to  the  landowner  that  it  pays  him  to  meet 
in  counsel  experts  in  rural  economics^  in  the  same  way  as  the  manu- 
facturer calls  in  the  chemist  and  engineer.  Such  cooperation  will 
enable  our  people  to  move^  in  community  groups^  upon  the  vacant 
acres  so  greatly  needing  their  labor.  Business  men  are  not  ac- 
customed to  believe  that  a  professor  of  rural  economics  knows  more 
about  agricultural  settlement  than  the  commercial  colonization  man. 
Is  anything  more  important  than  for  them  to  realize  that  he  does?  If 
the  members  of  this  organization  will  talk  and  write  for  their  under- 
standings they  will  understand.  The  subject  needs  to  be  discussed 
in  the  vocabulary  of  the  business  man,  not  of  the  academic  man. 

What  happens  when  working  people  invest  the  savings  of  a  lifetime 
and  lose  them?  Some  of  them  commit  suicide;  some  of  them  become 
discouraged  and  live  on  charity;  all  of  them  become  bitter  and  dis- 
contented^ and  so  the  ranks  of  the  socialists  and  anarchists  are  re- 
cruited. It  is  useless  to  argue  against  socialism;  all  the  people  know 
is  that  they  suffer  and  are  desperate;  that  there  is  no  outlook  for 
their  children.  They  demand  a  change.  But^  gentlemen^  the  moment 
they  possess  deeds  to  their  own  homes  there  is  no  need  of  argument 
The  question  settles  itself  automatically  because  hope  is  bom  again. 
You  ask^  "Will  these  people  go  into  farm  communities?"  I  answer 
from  actual  knowledge^  "Yes,  they  will." 

The  Forward-to-the-Land  League  conducted  a  bureau  of  information 
in  New  York  City  during  the  past  year,  and  night  classes  in  agricul- 
ture and  household  economics  were  taught.  These  classes  were  con- 
ducted by  the  Extension  Department  of  the  State  Agricultural 
College.  Our  lecturers  said  that  they  had  larger  and  more  enthn- 
siastic  audiences  in  our  city  classes  than  anywhere  else.  When  yoa 
complain  of  the  exodus  from  the  rural  districts  to  the  city,  remember 
these  one-time  farmers  are  still  living  in  towns  and  in  many  instances 
they  are  the  first  who  wish  to  return  to  the  land.  Their  city  ex- 
perience, whether  successful  or  unsuccessful,  has  enriched  and  broad- 
ened their  minds.  They  know  something  of  teamwork.  They  arc 
accustomed  to  be  a  part  of  a  whole,  accustomed  to  work  as  a  cog  in 
a  wheel  under  expert  direction.  Therefore  it  is  easier  to  bring  about 
cooperation  among  these  prospective  farmers  than  it  is  among  those 
who  remained  at  home.  We  have  a  registration  card  that  is  distribated 
among  attendants  of  our  classes  and  correspondents: 
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Appucatiok  for  Farm  Hobce 

Suniame Christian  name- 
Street  and  number- 


City State- 


Married  or  single Education - 

Ages  of  all  members  of  family- 


Country  of  nativity ^Did  you  farm  there  ?- 

How  many  years  in  this  country? 

In  what  state  do  you  wish  to  farm?- 
What  kind  of  farming  is  preferred  ?- 


What  experience  have  vou  tieui  in  agriculture  ?- 
Would  you  join  a  night  class  in  agriculture  ?- 
What  is  your  religion  ?- 


What  amount  of  capital  is  available  ?- 
Occupation  ? 


Seventy-five  per  cent  of  our  city  registration  have  had  farm  experience 
here  or  abroad.  People  coming  to  us  personally  assure  us  that  they 
want  to  go  upon  the  land^  but  that  they  do  not  wish  to  go  to  isolated 
farms.  The  inmiigrants^  accustomed  as  they  are  abroad  to  living 
in  rural  communities  and  going  out  to  their  farms  to  work^  do  not 
take  kindly  to  the  American  idea  of  farm  lif e^  and  the  poorest  peasant 
who  comes  is  as  ambitious  for  his  children  as  are  you  and  I.  They 
will  put  up  with  anything  in  the  city  rather  than  deprive  their  chil- 
dren of  educational  opportunities.  But  when  these  people  hear  of 
our  plans  for  sending  them  out  in  groups  of  at  least  fifty  families 
each^  where  there  is  a  model  rural  school  with  vocational  and  social 
equipment^  where  there  will  be  an  agricultural  instructor  who  can 
teach  them  the  most  scientific  methods  of  production  and  attend  to 
marketing  their  products  in  a  wholesale  business-like  way>  they,  ap- 
preciating the  value  of  this  business  organization  because  of  their 
business  experience,  can  clearly  see  that  there  is  a  chance  for  them 
to  be  both  prosperous  and  happy,  and  to  become  the  immediate  pos- 
sessors of  homes,  and  they  are  keen  for  it.  From  publicity  sent 
throughout  the  United  States  about  this  colonization  work,  one  story 
has  brought  700  letters.  They  came  from  practically  every  state  in 
the  Union,  as  well  as  from  Canada,  Nova  Scotia,  and  Alaska,  asking 
for  the  opportunity  of  moving  into  such  colony  groups. 

You  will  next  ask,  "Why,  if  this  is  true,  do  they  not  go?"  I  answer 
that,  with  the  present  cost  of  living,  it  is  impossible  for  the  man  who 
is  earning  even  large  wages  to  save  sufficient  capital  to  buy  land  and 
equipment  and  start  himself  on  a  farm.  Their  savings  average  from 
$200  to  $2000.  The  bulk  of  them  fall  in  between  $500  and  $600.  It 
tekes  at  least  $2000  to  finance  a  small  farm  and  we  always  allow 
$2500.  What  chance  has  a  man  with  this  small  capital  to  go  out 
alone  upon  a  farm  and  succeed?     We  have  constantly  discouraged  the 
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man  with  small  savings  from  buying  land  unless  he  could  go  out  in 
such  an  organized  community^  so  sure  are  we  that  he  would  lose  his 
savings  by  so  doing.  Exceptional  men  succeed  with  small  capital^ 
but  the  average  man  fails.  We  have  found  that  men  are  willing  to  go 
upon  the  land  if  the  equipment  is  right.  Therefore^  it  is  a  question 
of  money  and  organization  to  bring  about  this  distribution  of  labor 
in  the  rural  districts.  The  recent  credit  bill  passed  does  nothing  for 
this  class  of  people.  It  helps  only  the  man  who  is  fairly  affluent 
And  it  gives  this  man  no  advantage  as  to  the  amount  of  money  he  can 
borrow  upon  his  land^  for  mortgage  and  life  insurance  companies  have 
long  lent  as  high  as  50  per  cent  to  60  per  cent  on  valuation^  the  only 
improvement  being  better  terms  as  to  time  and  interest.  We  must  have 
a  system  of  rural  credits  that  will  finance  the  tenant  and  the  farm 
laborer^  and  the  city  man  with  small  savings^  before  we  can  move  any 
appreciable  body  of  people. 

What  is  the  solution?  You  have  probably  heard  many  landowners 
and  business  men  say  that  they  are  willing  to  extend  enormous  credit 
to  the  "right  kind  of  people/'  but  until  the  Forward-to-the-Land 
League  worked  out  the  plans  for  a  bureau  of  information  no  machinery 
existed  by  which  the  right  kind  of  man  could  be  selected  from  the 
wrong  kind  and  placed  in  touch  with  the  credit  opportunities.  As 
the  League  is  organized  as  a  non-profit  making  association  under  state 
supervision  and  cannot  buy  or  sell  land^  it  inspires  the  confidence  of 
the  purchaser.  It  also  creates  a  clearing  house  for  the  enormous 
amount  of  agricultural  and  home-welfare  information^  which  the  gov- 
ernment has  collected,  but  which  is  not  generally  available  since  the 
mass  of  people  do  not  know  that  it  exists.  We  try  to  show  people- 
value  to  the  landowner  and  to  the^  communities  wanting  to  settle  up 
their  back  country ;  and  we  try  to  show  land  values  to  the  people  want- 
ing farms.  We  inspect  soil,  title,  contracts,  etc.,  before  recommend- 
ing land.  Business  men  in  a  dozen  different  states  have  informed 
us  that  they  are  willing  to  extend  from  75  per  cent  to  90  per  cent 
credit  to  prospective  farmers  under  our  plan.  They  realize  that  an 
organized  group  with  an  expert  director  is  a  safe  investment,  when 
the  individual  family  would  not  be.  They  realize  that  people  farm- 
ing and  marketing  under  expert  direction  give  the  first  and  basic* 
credit  value;  namely,  rural  organization. 

Now  that  the  Hollis  Bill  has  been  passed,  the  first  question  con- 
fronting farmers  is  the  organization  of  the  rural  community.  Or- 
ganization must  take  place  before  they  can  avail  themselves  of  the 
capital  apportioned  for  this  work;  therefore,  when  we  suggest  taking 
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fifty  families^  the  majority  of  whom  have  had  farm  experience  and 
recognize  the  value  of  organization  and  cooperation,  and  start  as  an 
organized  unit  on  farms  that  have  been  fully  equipped  by  capital 
wanting  to  bring  this  people-value  into  the  back  country,  we  have 
brought  into  being  that  first  requisite  for  credit,  namely,  organization 
before  their  settlement  instead  of  after.  Many  people  say,  "You  do 
too  much  for  these  people;  you  leave  nothing  for  them  to  accomplish 
by  their  own  initiative ;  they  should  begin  at  the  bottom  and  work  up." 
Yet  these  same  people  are  striving  for  rural  credit  legislation  that 
will  enable  a  man  somehow  or  somewhere  to  borrow  money  with  which 
to  purchase  this  equipment  for  his  farm.  Is  it  any  different  to  turn 
the  credit  problem  around,  and  say  to  the  business  men  in  the  com- 
munity where  vacant  land  abounds,  "Organize  land  and  construction 
corporations,  appoint  a  competent  manager,  each  business  man  sub- 
scribe for  as  much  stock — ^the  profit  being  limited — as  he  feels  able 
to  carry  to  help  bring  about  the  scientific  colonization  in  your  coun- 
ty"? This  divides  the  credit  burden  among  those  who  are  benefited 
by  the  people  and  agricultural  increase  which  follow  the  equipping 
of  this  colony  unit.  We  stipulate  that  each  colony  provide  the  fol- 
lowing: 

1.  At  least  fifty  farms  fully  equipped  as  to  houses,  barns,  fences,  wells,  etc. 
Minimum  of  at  least  five  acres  per  farm  cleared.  Agricultural  implements, 
horse  or  mule,  one  cow,  one  dozen  chickens,  and  two  pigs  on  each  farm. 

9,  An  agricultural  instructor  and  market  expert. 

Our  bureau  applicants  move  into  these  farms  as  an  organized  unit 
under  contract  to  follow  the  instructions  of  the  agricultural  director 
until  their  debt  is  paid.  It  is  thus  possible  to  treat  these  fifty  sep- 
arate holdings  as  a  business  unit  and  market  in  carload  lots.  Lone- 
liness and  waste  are  eliminated. 

Wherein  does  this  differ  essentially  from  trying  to  get  legislation 
for  personal  credit  that  individuals  may  purchase  their  equipment? 
These  colonists  have  only  enough  on  the  farm  to  begin.  There  is 
plenty  of  opportunity  for  initiative  and  leadership,  and  further  or- 
ganization. They  have  simply  been  furnished  tools  with  which  to 
begin  farming.  We  do  not  expect  carpenters  or  painters  to  go  to 
work  without  tools,  or  to  work  half  equipped  until  they  have  money 
enough  to  buy  further  equipment,  nor  do  we  expect  people  in  the 
city  to  earn  the  money  to  establish  their  own  schools  and  build  moving- 
picture  theatres.  They  are  expected  only  to  pay  their  share  of  the 
taxes  or  rent  and  the  price  of  admission  to  the  picture  show.  The 
model  rural  school  should  have  moving-picture  and  lantern  equipment. 
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It  costs  veiy  little.  Amusements  patronized  by  the  working  class  in 
the  city  are  not  expensive  amusements.  Railroads  recognize  these 
.facts  and  are  glad  to  share  with  landowners  the  extra  expense  of  the 
vocational  training  and  recreation  in  these  rural  communities. 

It  being  true  that  the  people  wish  to  go  to  the  land^  and  that  the 
business  men  are  willing  to  extend  the  credit  by  which  they  can  go^ 
are  you  asking  why  then  has  not  the  Forward-to-the-Land  League 
established  many  such  colonies?  I  answer,  because  the  work  is  con- 
stantly interfered  with.  Whoever  attempts  to  do  a  progressive  thing 
in  the  industrial  world,  runs  against  vested  interests.  Shortsighted 
men  feel  that  if  they  cannot  make  money  in  the  way  they  have  always 
made  it  they  are  out  of  the  game;  people  refuse  to  readjust  them- 
selves to  a  better  plan  of  people  distribution  as  hand  workers  fought 
machinery.  Our  experience  has  been  similar  to  that  of  a  group  of  men 
who  some  years  ago  started  a  bureau  of  land  information  in  one  of 
our  western  states.  The  story  was  told  me  by  one  of  the  editors  of  the 
Country  Gentleman,  They  were  persecuted  and  finally  prosecuted; 
a  "frame  up"  case  nearly  landed  them  in  the  penitentiary.  After 
their  escape  from  this  the  legislature  passed  a  bill  shutting  them  ont. 
Thus  did  the  land  speculator  and  the  politician,  who  are  usually  one 
and  the  same,  put  an  end  to  honest  land  information  in  that  particular 
state.  I  have  found  that  railroad  presidents  and  higher  officials  are 
in  favor  of  our  plan.  They  invariably  state  that  their  colonization 
work  has  been  for  years  expensive  and  ineffective,  but  with  the  ex- 
ception of  a  few,  the  men  at  the  head  of  the  colonization  departments 
have  refused  to  cooperate,  feeling  that  any  plan  that  differed  from 
their  own  must  be  wrong.  These  professional  colonization  men  make 
me  think  of  the  old  lady  who  was  a  "Sarah  Gamp*'  in  her  neighbor- 
hood. The  neighbors  usually  submitted  to  her  ministrations  when 
there  was  any  sickness  and  she  was  terribly  aggrieved  when  one  of 
her  friends  summoned  a  trained  nurse  for  her  child  who  had  diphtheria. 
The  "Sarah  Gamp"  person  felt  much  insulted  and  said,  **Don't  I  know 
how  to  nurse  children  with  diphtheria?  Haven't  I  lost  nine  children 
from  it?"  Again  we  have  certain  commercial  organizations  and  cer- 
tain political  organizations  with  more  or  less  of  a  welfare  program 
behind  them  who  wish  to  conduct  colonization  or  immigration  depart- 
ments, and  who  employ  quite  a  number  of  people  on  generous  salaries 
for  this  work.  These  are  reluctant  to  give  up  their  salaries  and  gen- 
erally have  not  wished  to  cooperate  in  any  plan  which  did  not  originate 
and  center  within  their  own  organization.  We  in  the  Forward-to-the- 
Land  League  have  wanted  the  cooperation  of  all  now  interested  in  the 
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work  in  the  usual  commercial  or  welfare  channels.  A  rational  plan 
of  land  selling  does  not  necessarily  mean  the  employment  of  fewer 
people.  On  the  contrary  it  would  make  room  for  many  more.  It 
merely  means  a  readjustment  It  means  making  all  of  the  work  done 
by  the  state  and  federal  government  agencies^  welfare  organizations^ 
commercial  organizations^  articulate^  and  places  at  the  disposal  of  each 
the  bureau  of  information  which  should  be  conducted  in  every  prin- 
cipal dty  in  the  United  States  and  Europe.  Why  should  not  the  rail- 
road colonization  departments  confine  their  work  to  helping  organize 
better  credit  and  marketing  facilities  on  their  roads? 

An  organization  for  people-getting  should  not  be  closely  associated 
with  railroads  or  land  agents.  It  arouses  suspicion.  There  is  a  prej- 
udice against  railroads  among  working  people^  and  there  is  a  justifiable 
prejudice  against  land  agencies.  For  this  reason  every  honest  land 
dealer  should  be  (and  in  most  cases  is)  glad  to  help  establish  some 
source  of  authoritative  land  information  that  will  put  the  hall-mark 
upon  the  honest  land  deal  as  against  the  dishonest. 

The  logical  source  of  revenue  for  the  conduct  of  these  bureaus  of  in- 
formation is  yearly  dues  from  commercial  organizations  and  from  the 
conduct  of  permanent  land  exhibits  in  our  principal  cities.  Such  land 
exhibits  should  be  non-commercial  in  character^  should  show  the 
agricultural  products  of  every  state^  and  be  free  to  the  public.  We 
have  written  to  the  governors  and  agricultural  colleges  about  this  and 
have  had  a  splendid  response.  It  is  not  difficult  to  establish  these  per- 
manent land  exhibits^  but  again  the  commercial  land  man  opposes  us. 
He  wants  these  short-lived  ^and  shows  upon  which  he  makes  profit 
to  continue  their  sporadic  existence;  and  as  our  organization  offers  no 
great  profit  to  anybody,  nor  political  power,  we  have  found  it  very 
difficult  to  secure  the  necessary  finances  for  our  work.  It  needs 
merely  to  be  underwritten.  It  will  be  self-supporting  when  once  it 
is  going. 

Our  work  has  been  before  the  public  for  the  past  four  years.  Por- 
tions of  its  program  have  been  incorporated  in  the  work  of  several 
organizations  and  different  departments  of  government,  but  none  of 
them  has  accomplished  much,  simply  because  the  program  is  valuable 
only  when  it  is  used  as  a  whole. 

I  realize  that  it  is  natural  for  every  government  department  head  to 
reach  out  for  more  money  for  his  budget,  which  means  more  power  and 
prestige  and  pleasure  in  the  work ;  and  university  men  in  large  numbers 
are  advocating  that  the  state  and  government  take  over  colonization. 
Why  are  they  less  afraid  of  a  bureaucracy  here  than  in  Germany  or 
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Russia?  Heredity  monarclis  created  bureaucracies  because  bureaa* 
cracies  are  the  logical  machinery  for  the  operation  of  autocratic  power. 
In  the  United  States  we  are  watching  the  weird  anomaly  of  a  bureau- 
cracy being  built  by  radicals  under  the  name  of  "government  owner- 
ship." Many  people  are  suffering  from  the  hallucination  that  the 
people  are  the  government.  If  human  nature  in  its  workaday  needs 
could  live  up  to  its  ideal^  that  would  be  true.  But  humanity  is  much 
the  same  throughout  the  centuries.  Power  begets  thirst  for  more 
power^  and  tyranny  takes  possession  in  exact  ratio  to  its  opportunity. 
President  Gompers  said  something  like  this  in  a  recent  number  of  the 
Federationist — "It  is  of  the  nature  of  the  government  to  exercise 
power  and  to  create  more  power  and  to  extend  the  right  of  compul- 
sion in  order  to  make  the  activities  of  government  more  effective." 
It  is  amazing  that  the  unscrupulous  politician  has  not  long  ago 
joined  forces  with  the  Socialist  in  his  demand  that  the  government 
conduct  the  business  of  the  nation.  These  radicals^  so  deeply  in 
earnest  to  secure  the  betterment  of  the  people,  will  find  government 
o.wnership  a  "wooden  horse  of  Troy." 

Better  pause  in  this  clamor  for  centralization  and  see  whether  our 
forefathers  were  not  wise  in  distributing  power  into  many  self-govern- 
ing groups.  Friction?  Yes.  Delays?  Yes,  but  also  democracy. 
This  friction  under  state  rights  and  local  government  makes  it  impos- 
sible for  one  group  to  dominate  everything.  It  is  inevitable  that  one 
group  will  dominate  each  local  center  of  government,  inevitable  that 
one  man  will  dominate  each  group. 

Recognizing  that  human  nature  after  all  determines  the  manner  in 
which  theories  must  work,  and  remembering  that  astute  politicians, 
backed  by  selfish  business  interests,  have  in  the  past  operated  in  both 
political  parties  for  the  perpetuation  of  their  power,  remembering  how 
they  simply  played  upon  the  jealousies  of  rival  factions  to  keep  their 
control,  let  us  refrain  from  enlarging  their  opportunities.  It  is  sad 
to  watch  the  machinery  of  bureaucracy  being  lovingly  and  blindly  built 
by  the  apostles  of  the  greater  freedom. 

I  confess  that  I  am  frightened  at  the  present  political  outlook. 
Bills  are  up  in  several  states  and  before  the  federal  government  pro- 
viding for  a  government  controlled  colonization.  Unless  business  men 
find  a  way  quickly  to  grant  adequate  rural  credit  through  channels  of 
private  enterprise,  we  shall  find  all  this  business  centered  in  the  gov- 
ernment. Had  I  more  faith  in  the  politician  than  in  the  landowner 
and  banker,  could  I  believe  that  they  will  deal  more  fairly  with  the  poor 
than  will  private  enterprise,  I  too  would  shout  for  the  government  to 
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take  over  the  whole  system.  The  enthusiast  demanding  government 
ownership  osnally  denounces  the  politician  in  the  same  breath.  I  ask 
who  will  administer  all  this  new  business  for  the  government  if  not 
the  politician  ?  We  shall  surely  need  to  breed  a  new  type  of  politician 
if  we  are  to  get  any  result  other  than  that  now  open  to  examination 
in  the  government  service. 

You  will  recall  that  some  years  ago  the  Department  of  Labor  was 
permitted  the  use  of  the  immigrant  head  tax.  This  privilege  was  so 
abused  that  Congress  took  the  power  from  them  and  that  money  has 
gone  on  accumulating  till  it  now  amounts  to  about  ten  millions  of 
dollars.  Shall  we  put  still  greater  opportunity  for  corruption  in  the 
way  of  the  officials  of  that  department?  However  trustworthy  the 
present  incumbents  of  office  may  be,  how  do  they  know  that  their  suc- 
cessors will  not  be  the  same  sort  that  abused  the  former  trust? 

To  read  the  history  of  how  the  politicians  managed  land  owned  by 
the  state  of  New  York  is  illuminating.  It  illustrates  the  facility  with 
which  they  can  withhold  such  land  from  the  use  of  those  entitled  to  it 
Is  it  not  likely  that  the  landlord  will  be  appointed  land  commissioner? 
And  is  it  likely  that  the  landlord  is  unwilling  to  sell  his  land  to  the 
state  (presumably  at  a  fair  profit)  and  then  resell  in  the  capacity  of 
land  commissioner  (at  a  good  salary)  to  the  small  purchaser?  It 
should  be  remembered  that  for  the  government  to  handle  land  selling 
in  our  country  differs  in  the  nature  of  things  from  the  problem  pre- 
sented by  other  governments.  Our  government  is  dual.  We  are 
^tting  badly  mixed  up  over  this  once  clearly  defined  duality.  At 
present  there  are  senseless  duplications  and  consequent  waste  in  many 
departments  of  the  state  and  federal  governments.  Mr.  Charles  A. 
Stanton,  president  of  the  American  Appraisement  Association,  ex- 
plained very  fully  before  the  Fresno  Chamber  of  Commerce  recently 
why  the  Irish  and  Australian  systems  are  not  opportunte  for  California. 
He  said: 

I  cannot  but  feel  amused  when  I  find  both  the  Irish  Land  bills  and  the 
Australian  land  system  suggested  at  the  same  time  as  a  model  for  coloniza- 
tion in  California.  The  purposes  of  the  two  arc  so  diametrically  opposite 
that  their  application  to  our  present  colonization  situation,  as  I  look  at  it, 
would  give  us  in  the  Australian  system  a  system  that  is  over  a  hundred  years 
beWnd  our  times;  and  in  the  Irish  bill  would  give  us  a  system  that  is  about 
two  hundred  and  fifty  years  ahead  of  our  times.  If  you  will  permit,  I  will 
try  to  show  you  how  I  draw  my  conclusions.  The  area  of  Australia  is  about 
equal  to  that  of  the  United  States,  with  a  population  of  about  7,000,000  to 
compare  with  our  population  of  100,000,000.  Under  these  circumstances,  Aus- 
tralia is  very  much  in  the  same  position  that  the  United  States  was  in  over 
a  hundred  years  ago,  and,  whUe  the  United  States,  being  primarily  an  immi- 
gration country,  has  very  successfully  managed  to  colonize  her  lands  by 
private  ventures,  yet  Australia,  on  account  of  her  isolated  position  in  the 
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world,  finds  herself  confronted  with  colonisation  problems  that  are  beyond 
the  reach  of  private  enterprises,  especially  as  such  a  large  percentage  of  her 
vast  agricultural  area  is  government  lana,  which  is  far  from  the  position  of 
the  United  States  today.  Therefore,  I  claim  that  state  colonization  in  Aus- 
tralia and  the  ffovemment  aid  extended  in  her  rural  credit  system  directed 
to  help  state  colonization  is  an  economic  necessity  for  the  colonization  of  ber 
government  lands.  We  might  have  used  the  Australian  system  to  some  ad- 
vantage over  a  hundred  years  ago,  but  now,  since  all  of  the  best  of  our  gov- 
ernment Ifiind  has  been  talcen  up  and  our  population  continues  to  increase  just 
the  same,  it  is  evident  tliat  we  have  passed  the  government  colonization  stage 
that  is  now  confronting  Australia. 

In  Ireland  the  situation  is  entirely  different  from  Australia.  There  state 
colonization  is  a  necessity  due  to  her  congested  population  and  limited  agri- 
cultural area.  For  the  information  of  those  not  familiar  with  state  coloniza- 
tion in  Ireland,  I  wish  to  state  that  Ireland,  with  its  area  not  exceeding  that 
of  Riverside  and  San  Bernadino  counties,  with  population  equal  to  that  of 
aU  the  states  west  of  Nebraska,  has  for  centuries  been  burdened  with  large 
landed  estates  and  absentee  landlords.  Considerable  legislation,  running  over 
a  period  of  fifty  years,  lias  cidminated  in  what  is  now  known  as  the  ''Irish 
Land  Bill"  by  which  the  British  government  empowers  a  royal  commission, 
Imown  as  the  Estates  Commissioners,  to  take  over  these  large  estates  and 
colonize  them.  This  royal  conmiission,  using  the  credit  of  the  British  govern- 
ment, and  also  appropriations  from  the  British  parliament,  has  full  power  to 
purchase  at  its  own  appraisal  such  lands  as  they  deem  suitable  for  coloniia- 
tion,  have  them  improved,  and  have  them  sold  without  any  cash  down,  under 
the  amortization  plan,  extending  payment  over  a  period  of  fifty  years  or  more. 
This  bill  has  already  involved  the  credit  of  the  British  government  to  the 
extent  of  $700,000,000,  which  will  be  increased  from  time  to  time  until  ill 
the  lands  are  taken  over,  and  which  in  all  probability  will  remain  a  perma- 
nent debt  against  the  people  of  Ireland.  No  other  royal  commission  in  the 
world  has  more  power  to  use  the  credit  of  the  government  than  that  which 
has  been  granted  to  the  Estates  Commissioners  under  the  Irish  Land  Bill  of 
Great  Britain.  Do  you  think  any  such  conmiission,  with  its  unlimited  land 
purchasing  power,  would  be  practical  or  even  possible  in  the  state  of  Cali- 
fornia? 

Let  us  euimit  that  state  colonization  in  Ireland  is  an  economic  necessity  and 
that  we  will  adopt  state  colonization  in  California  as  soon  as  it  becomes  an 
economic  necessity.  In  order  to  determine  when  this  economic  necessity  will 
arise  in  California,  we  must  proceed  as  follows:  In  sixty-seven  years  the 
state  of  California,  approximately  100,000,000  acres  in  area,  has  developed 
itself  from  a  wild,  isolated,  and  unsettled  territory  to  a  prosperous  state  with 
a  population  of  approximately  3,500,000  people,  a  growth  that  is  unparalleled 
in  the  history  of  states  and  nations.  California  today  has  one  person  for 
every  forty  acres  of  land. 

Ireland,  with  an  approximate  area  of  91,000,000  acres,  after  having  had 
many  centuries  for  her  growth  and  development,  notwithstanding  that  she  has 
supplied  the  world  with  6,000,000  immigrants  during  the  past  fifty  years,  has 
a  population  of  approximately  6,000,000  people.  Ireland  today  has  one  per- 
son for  every  three  and  one  lialf  acres  of  land. 

Mr.  Stanton,  from  whom  I  have  just  quoted,  believes  in  the  prin- 
ciple of  American  colonization  and  is  now  organizing  an  appraisal 
corporation,  known  /is  the  American  Appraisement  Association.  The 
primary  object  of  this  appraisal  corporation  is  to  standardize  oar 
agricultural  appraisal  service.  I  believe  this  is  an  essential  factor 
in  the  proper  distribution  of  agricultural  land.  From  his  many  yews 
of  appraisal  work  and  colonization,  he  has  evolved  a  scientific  ap- 
praisal system  based  upon  local  agricultural  statistics,  which  is  prac- 


Digitized  by  VjOOQIC 


Plan  for  Redistribution  of  the  Labor  Supply  849 

tical  In  iU  application  to  all  agricultural  sections.  His  system  has 
been  approved  by  our  best  authorities  and  I  suggest  that  you  write 
him  at  96  Broadway^  New  York,  and  secure  his  literature,  which  ex- 
plains his  system. 

Two  years  ago  I  presented  the  plans  of  our  League  for  credit  and 
colonisaticm  to  the  officials  of  the  Labor  Department.  They  said  at  that 
time  that  they  thought  this  work  should  all  be  done  through  that 
department,  but  finally  agreed  with  us  that  it  would  be  best  to  create 
a  coordinating  bureau  in  the  Department  of  Labor  and  let  that  bureau 
articulate  with  the  League's  Bureau  of  Land  Information,  so  that 
our  bureau  would  be  a  thing  apart  from  political  control.  At  the 
invitation  of  the  officials  of  the  Labor  Department  a  committee  of  five 
from  our  League  was  appointed  to  confer  with  the  officials  from  the 
Agricultural  and  Labor  departments  and  the  Reclamation  Service, 
with  a  view  to  close  cooperation.  The  nature  of  this  cooperation  was 
defined  in  an  official  letter  to  us.  We  were  granted  two  conferences  of 
an  hour  and  a  half  each,  but  later  these  officials  decided  that  the  gov- 
ernment should  go  into  the  colonization  business.  They  ignored,  with- 
out explanation,  their  promise  of  cooperation  with  us,  and  later  certain 
of  these  officials  endorsed  Congressman  Crosser's  colonization  bill  now 
before  Congress. 

I  wish  that  all  of  you  present  would  read  this  bill.  With  all  Europe 
orgtanzed  for  concentrated  effort,  with  centralized  control,  where  shall 
we  be  in  this  country  unless  we  too  organize?  We  must  if  we  are  to 
meet  their  competition.  Does  this  mean  that  we  are  to  pattern  our 
industrial  organization  after  Germany  as  the  Allies  are  doing?  Shall 
we  through  private  enterprise  bring  about  the  cooperation  that  is 
necessary  to  preserve  our  democracy,  and  yet  meet  competition  on  the 
only  basis  upon  which  it  can  be  met?  You  in  this  organization  have 
a  big  voice  in  determining  our  industrial  future. 

I  have  been  in  one  of  the  large  cities  of  the  South  for  the  past 
several  weeks  and  my  experience  there  is  a  concrete  example  of  what 
must  be  met  if  we  are  to  place  any  considerable  number  of  people  in 
farming  communities.  I  first  spoke  at  the  board  of  trade ;  about  twenty 
men  were  present;  they  thought  the  message  of  value,  and  called  another 
meeting  next  day  at  which  about  eighty  men  were  present.  At  this 
meeting  a  committee  of  fifteen  was  appointed.  This  committee  en- 
dorsed the  plans  of  the  League  and  passed  a  resolution  to  raise  $250,- 
000  for  the  first  colony.  Then  the  commercial  colonization  men,  inter- 
ested in  stopping  this  movement,  interfered  with  our  work  and  nothing 
more  was  done  for  several  months.     I  was  obliged  to  leave  the  city  and 
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when  I  returned  later  we  had  a  mass  meeting  at  whieh  the  mayor 
and  prominent  citizens  spoke.  We  appealed  to  the  churches  and  wel- 
fare organizations^  women's  clubs^  conmierdal  organizations^  etc.^  and 
asked  their  cooperation  in  raising  the  necessary  funds.  Committees 
were  appointed  from  all  these  organizations  to  cooperate  with  as. 
Many  of  the  presidents  of  the  religious  organizations  and  clubs  were 
willing  to  assist  in  the  sale  of  stock.  One  of  the  railroads  offered  a 
large  tract  of  land  for  colonization  purposes^  stating  that  it  was  willing 
to  accept  any  price  for  the  land  which  should  be  set  by  an  appraise- 
ment conmiittee  to  be  selected  by  the  representatives  of  these  several 
organizations.  And  then  the  inevitable  happened.  A  certain  group 
of  land  men  and  commercial  colonization  men  began  to  break  up  the 
work  and  succeeded  in  convincing  the  committee  that  it  was  unwise 
to  go  on  with  these  plans.  However^  the  railroad  and  many  of  the 
bankers  and  prominent  people  rallied  to  the  League's  standard  and 
are  determined  to  go  ahead  and  create  this  colony.  The  great  argu- 
ment against  the  League's  plan  is  that  we  have  established  no  colonies. 
This  makes  about  the  fifth  time  that  a  colony  was  about  ready  and 
each  and  every  time  this  same  interference  has  made  it  impossible  to 
go  on.  The  only  way  that  the  program  can  be  "put  over,"  gentlemen^ 
is  by  the  rallying  of  those  who  are  not  interested  commercially  in  the 
sale  of  land^  or  in  the  lending  of  money  upon  the  land^  to  some  one 
plan  of  action  regarding  the  distribution  of  people^  and  thus  of  hold- 
ing up  our  hands. 


Digitized  by  VjOOQIC 


SOME  PHASES  OF  THE  MINIMUM  WAGE  QUESTION 
By  James  E.  Lb  Rossionol 
The  University  of  Nehrmha 

In  taking  a  bird's  eye  view  of  labor  legislation  since  the  begin- 
ning of  the  nineteenth  century  we  see  that  for  nearly  a  hundred 
years  legislators  confined  themselves  chiefly  to  the  regulation  of 
the  age  and  sex  of  workers,  hours  of  labor,  hygiene  of  factories, 
and  all  the  other  environmental  conditions  of  labor,  but  made 
practically  no  effort  to  regulate  the  value  of  labor,  the  center 
and  heart  of  the  labor  contract. 

It  is  often  said  that  there  is  no  essential  difference  between  the 
regulation  of  conditions  of  employment  and  the  fixing  of  wages. 
Mr.  Webb  says :  "Once  we  begin  to  prescribe  the  minimum  con- 
ditions under  which  an  employer  should  be  permitted  to  open  a 
factory,  there  is  no  logical  distinction  to  be  drawn  between  the 
several  clauses  of  the  wage  contract."^  Professor  Taussig  appears 
to  take  much  the  same  view,  when  he  says :  "The  demand  for  legis- 
lation establishing  a  minimum  rate  of  remuneration  does  not  neces- 
sarily involve  questions  of  principle  different  from  those  consid- 
ered in  the  preceding  sections;  and  yet,  if  pushed  to  its  farthest 
consequences,  it  might  easily  raise  a  new  question."^ 

However,  the  qualification  made  in  the  latter  part  of  this  state- 
ment, together  with  the  discussion  which  follows,  shows  that  Pro- 
fessor Taussig  recognizes  a  distinction  in  principle  between  the 
two  kinds  of  regulation.  They  are  alike  in  many  respects,  though 
fundamentally  different.  In  the  one  set  of  phenomena  we  have,  as 
it  were,  regulations  prescribing  the  quantity  and  quality  of  labor 
which  may  be  bought  and  sold ;  in  the  other  we  have  an  effort  to 
control  demand  and  fix  the  market  price.  The  former  might  be 
compared  to  the  regulation  of  weights  and  measures,  the  grading 
of  wheat  and  cotton,  pure  food  laws,  and  other  restrictions  on 
freedom  in  production ;  the  latter  is  like  an  attempt  to  fix  prices 
of  wheat  and  cotton,  instead  of  leaving  them  to  be  adjusted  by 
the  deep-lying  forces  of  supply  and  demand,  or  by  the  more  super- 
ficial higgling  of  the  market. 

Not  only  is  there  this  difference  in  principle  between  the  two 
forms  of  regulation,  but  their  effects  are  different  in  regard  to  the 

»  Sidney  Webb.    "The  Economic  Theory  of  a  Legal  Minimum  Wage,"  Jour- 
«al  of  Political  Economy,  Dec,  1912. 
'Taussig,  Principles  of  Economics,  VoL  II,  p.  999. 
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incidence  of  the  burden,  when  there  is  a  burden.  In  the  case  of 
burdensome  regulation  of  the  conditions  of  labor,  there  is  an  in- 
crease in  the  cost  of  production,  and  this  burden,  when  the  demand 
for  the  products  of  labor  is  more  elastic  than  the  supply  of  labor, 
tends  to  be  shifted  to  the  wage  earners  in  the  form  of  a  deduction 
from  wages  rather  than  to  the  consumers  in  the  form  of  higher 
prices.  Under  such  circumstances  the  employers  might  retain 
nearly  all  of  their  employees,  though  at  lower  wages.  If,  however, 
the  state  or  a  labor  imion  interpose  with  a  minimum-wage  regula- 
tion, the  incidence  of  the  burden  is  quite  different.  In  that  case 
the  employers  are  prevented  from  ^^nibbling*'  at  wages,  and,  if  the 
burden  cannot  be  borne  by  the  employers  nor  shifted  to  the  con- 
sumers, the  employers  have  no  recourse  but  to  reduce  production 
and  dismiss  some  of  their  employees.  In  other  words,  in  the  case 
of  regulation  of  environmental  conditions,  the  sellers  and  buyers 
of  labor  can  adjust  wages  according  to  the  quantity  and  quality 
of  labor  offered,  but  when  wages  are  fixed  no  such  adjustment  is 
possible,  and  a  portion  of  the  supply,  usually  of  inferior  grade,  is 
not  bought  at  all. 

This  is  not  to  say,  of  course,  that  moderate  regulation  of  both 
kinds  might  not  be  beneficial,  but  merely  that  the  one  kind  of  regu- 
lation, if  carried  to  excess,  would  tend  to  reduce  wages,  while  the 
other  would  tend  rather  to  cause  unemployment  because  of  the 
very  fact  that  high  wages  must  be  paid.  The  minimum  wage, 
therefore,  is  not  merely  the  latest  of  the  long  series  of  common 
rules,  but  it  is,  as  Judge  Cleeton  says,  a  complementary  measure 
designed  to  make  the  other  rules  effective.'  It  is,  in  fact,  the 
keystone  and  crown  of  the  whole  system ;  or,  to  use  another  an- 
alogy, it  is  a  stopper  intended  to  prevent  wages  in  a  regulated 
industry  from  falling  to  the  level  of  wages  in  the  imregulated  in- 
dustries round  about. 

Inasmuch,  then,  as  the  employers  are  prevented  from  nibbling 
at  wages  by  the  minimum  wage  rule,  and  debarred  from  econo- 
mizing in  other  directions  by  rules  controlling  hours  and  other 
conditions  of  labor,  they  are  forced  to  seek  relief  by  closer  atten- 
tion to  organization  and  labor-saving  devices,  and  by  requiring 
greater  efficiency  on  the  part  of  their  employees,  especially  those 
receiving  time  wages.  If  this  cannot  be  done,  the  employers'  only 
recourse,  unless  they  can  bear  the  burden  themselves,  is  to  shift  it 
to  the  consumers;  and  this,  under  conditions  of  elastic  demand) 

i8t$ttl$r  v$.  O'Hara,  et  oL,  Supreme  Court  of  Oregon,  Mar.  17,  1914»  139 
Pac.  748. 


Digitized  by  VjOOQIC 


Some  Phases  of  the  Wage  Question  253 

must  cause  reduction  of  output  and  dismissal  of  employees.  If, 
however,  advances  in  wages  invariably  bring  about  a  correspond- 
ing increase  in  efficiency,  there  is  no  burden  to  shift,  and  neither 
increase  in  prices  nor  reduction  of  profits  nor  dismissal  of  workers 
need  take  place. 

The  basic  assumption  of  this  reasoning  is,  of  course,  that  there 
is  in  any  industry  a  normal  wage  per  unit  of  efficiency.  This 
normal  wage,  as  Pigou  says,  tends  to  be  equal  to  the  general  level 
of  efficiency  wages,  although  in  particular  industries  it  may  be 
temporarily  above  or  below  that  level.*  The  unit  of  efficiency 
most  convenient  for  our  purpose  is  the  efficiency  of  the  poorest 
laborer  in  a  given  group,  the  better  laborers  being  supposed  to 
receive  the  wages  of  the  least  efficient  plus  a  supplement  propor- 
tional to  their  excess  of  efficiency.*  At  the  point  of  equilibrium, 
the  wage  per  unit  of  efficiency  is  determined,  on  the  side  of  de- 
mand, by  the  present  worth  of  the  marginal  product ;  and,  on  the 
side  of  supply,  by  what  the  marginal  laborer  must  receive  to  in- 
duce him  to  remain  in  the  group.*  The  marginal  employer, 
whether  at  the  intensive  or  the  extensive  margin,  is  the  least 
eager  or  no-profit  employer;  and  the  marginal  laborer  is  the  least 
eager  or  no-surplus  laborer.  Both  are,  as  Clark  puts  it,  at  the 
margin  of  indifference,  and  the  slightest  change  in  wages  would 
cause  the  one  or  the  other  to  withdraw  from  the  market. 

Needless  to  say,  actual  wages  are  never  exactly  equal  to  theo- 
retical or  normal  wages,  and  this  fact  has  caused  many  to  scoflF 
at  theories  of  wages,  to  regard  the  marginal  employer  as  a  myth, 
and  to  deny  the  utility  of  economic  fictions.  Wages,  according  to 
these  skeptics,  are  not  fixed  by  supply  and  demand,  nor  by  compe- 
tition among  employers  and  employees,  but  by  custom,  tradition, 
caprice,  monopoly,  the  avarice  of  the  most  heartless  employer,  or 
the  poverty  of  the  most  necessitous  worker.  To  take  this  view  is 
to  despair  of  any  rational  explanation  of  economic  phenomena  and 
to  throw  away  the  clew  that  might  guide  the  perplexed  investi- 
gator out  of  the  maze. 

Assuming,  for  theoretical  purposes,  a  normal  competitive  wage 
in  any  group,  and  a  certain  elasticity  of  demand  and  supply,  the 
conclusion  is  inevitable  that  if  the  wage  be  artificially  raised  in 
the  slightest  degree  the  demand  for  labor  will  fall  oflF  to  some 
extent,  and  less  labor  will  be  employed.     This  is  not  to  say  that 

*  Pigou,  Principles  and  Methods  of  Industrial  Peace,  p.  60. 
6  Moore,  Laws  of  Wages,  p.  78. 

•  Taussig,  Principles  of  Economics,  Ch.  51. 
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in  every  case  fewer  laborers  will  be  employed,  for  it  is  conceivable 
that  the  lessened  amount  of  employment  might  be  distributed 
among  the  same  number  of  laborers,  but  in  most  cases  some  labor- 
ers will  be  dismissed.  If  all  the  laborers  were  of  equal  efficiency 
any  one  or  more  might  be  dismissed,  but  if  they  were  unequal  in 
efficiency  the  least  efficient  would  be  dismissed  and  the  more  effi- 
cient retained,  assuming,  for  the  present,  that  no  change  in  effi- 
ciency took  place.  At  the  same  time  the  supply  of  laborers  will- 
ing to  work  at  the  higher  wage  would  increase,  but  this  would  not 
affect  the  rate  of  wages  except  as  it  made  the  minimum  hard  to 
enforce. 

Various  complications  are  introduced  into  the  calculation  when 
we  consider  the  extent  to  which  wages  are  raised  and  the  elasticity 
of  supply  and  demand.  If,  for  example,  the  minimum  is  fixed 
much  above  the  normal,  many  laborers  will  be  dismissed  and  many 
from  other  groups  will  be  ready  to  take  their  places,  this  on  the 
supposition  that  both  demand  and  supply  are  quite  elastic.  If, 
however,  the  demand  for  labor  is  very  inelastic,  a  great  increase 
in  wages  may  be  made  with  very  little  displacement  of  labor.  In 
such  a  case  the  total  wages  received  by  the  laborers  retained  might 
be  greater  than  the  total  received  by  all  the  laborers  before  the 
increase  took  place.  There  are  industries,  like  the  railway  busi- 
ness, in  which  the  demand  for  labor  is  very  inelastic,  and  there 
are  times  in  the  history  of  most  industries  when  there  is  a  similar 
inelasticity  of  demand,  as  in  agriculture  in  time  of  harvest,  or  in 
the  manufacture  of  munitions  in  time  of  war. 

It  is  not  the  purpose  of  the  writer  to  discuss  the  innumerable 
combinations  and  complications  due  to  varying  elasticity  of  su}>- 
ply  and  demand  for  labor  and  the  products  of  labor,  variations  in 
time  and  methods  of  payment,  in  efficiency  of  employers  and  em- 
ployeyes,  in  the  proportions  of  capital  and  labor  in  different  indus- 
tries— and  all  that — ^but  merely  to  consider  whether  the  effects  of 
minimum  wage  legislation  have  been  such  as  theory  has  led  us  to 
expect;  and  if  not,  to  indicate  what  modifications  in  theory  are 
necessary  to  make  it  agree  with  the  facts.  Indeed,  the  complica- 
tions are  so  numerous  that  no  merely  theoretical  discussion  of  the 
subject  could  possibly  anticipate  all  the  results.  As  Mr.  Tawney 
puts  it :  "The  ingenuity  of  employers  and  workpeople  so  greatly 
exceeds  that  of  economists  that  discussions  of  what  "mtisf*  hap- 
pen, imsupported  by  evidence  of  what  has  happened  or  is  happen- 
ing, are  usually  quite  worthless.*'^    Yet,  if  it  is  true  that  theory 

7  Tawney,  8tudi€$  in  the  Minimum  Wage,  No.  1,  Chain^Makimg,  p.  lOfiC 
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without  experience  is  worthless,  it  is  equally  true  that  experience 
without  theory  is  blind. 

The  experience  of  New  Zealand  and  Australia  is  of  especial 
importance,  not  only  because  it  covers  a  period  of  about  twenty 
years,  but  because  it  seems  to  foreshadow  the  experience  through 
which  the  United  States  is  likely  to  pass  in  the  near  future.  In 
those  countries  there  are  two  kinds  of  minimum  wage,  a  very 
low  statutory  minimum,  ranging  from  Ss.  6d.  a  week  in  Victoria 
to  6s.  a  week  in  Queensland  and  New  Zealand,  designed  to  prevent 
the  employment  of  boys  and  girls  as  apprentices  at  little  or  no 
wages,  and  a  comfort  minimum  or  standard  wage  established  in 
numerous  trades  by  arbitration  courts  and  wages  boards.^  It  is 
only  the  latter,  of  course,  that  is  important  for  our  present 
purpose. 

When  minimum  wage  legislation  was  first  passed  in  New  Z^ealand 
and  Australia,  both  countries  were  suffering  from  a  severe  depres- 
sion, during  which  there  was  much  unemployment,  and  great  dis- 
tress, especially  in  the  cities,  where  sweating  appeared,  a  symptom 
of  poverty  which  the  colonies  had  hitherto  scarcely  known. 
Shortly  after  this  a  period  of  prosperity  began  which  has  con- 
tinued with  hardly  a  break  until  the  present  time.  This  extraordi- 
nary prosperity  has  doubtless  been  due  chiefly  to  two  causes: 
the  process  of  refrigeration,  and  the  rising  prices  of  wool,  mut- 
ton, and  dairy  produce.*  The  value  per  head  of  New  Z^ealand's 
exports  in  the  year  1896  was  £13  3s.  9d.  ($64)  ;  in  the  year  1913 
it  was  £S1  10s.  2d.  ($104f)  ;^^  and  Australia's  exports  show  a 
similar  increase.  During  this  period  the  population  of  both  coim- 
tries  increased  considerably,  but  chiefly  by  the  natural  increase, 
as  there  was  very  little  immigration.  For  the  Commonwealth  of 
Australia  the  excess  of  immigrants  over  emigrants  was  only  S60,- 
790,  of  which  number  207,816  were  added  in  the  years  1911  to 
1918 ;  and  in  Victoria  there  was  an  excess  of  emigrants  over  immi- 
grants  of  60,989.^^  These  facts,  together  with  the  remoteness  of 
New  StfCaland  and  Australia  from  the  rest  of  the  world,  and  the  in- 
fluence of  their  protective  tariffs,  throw  much  light  upon  the  suc- 
cess of  minimum  wage  legislation  in  those  countries. 

A  notable  feature  of  Australian  awards  and  determinations  is 

•  Oficial  Tear  Book  of  the  Commonwealth  of  AuetraUa,  No.  8,  1915,  p.  914. 
New  Zealand  Ogloial  Year  Book,  1914»  p.  710. 

•  New  Zealand  Oficial  Tear  Book,  1915,  p.  393. 
^9  Hid.,  p.  355. 

u  Ofidal  Year  Book  of  Auetralia,  1915,  p.  101. 
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their  moderation.  Mr.  Aves,  comparing  average  wages  of  adult 
males  in  Victoria  in  1900  and  1906,  found  that  in  19  board  trades 
after  the  determination  the  aggregate  advance  was  16.5  per  cent 
on  the  combined  averages ;  and  in  12  non-board  trades  the  ag- 
gregate advance  was  only  11.6  per  cent.  In  regard  to  female 
workers  the  aggregate  advance  for  6  board  trades  was  10  per 
cent,  as  compared  with  8.8  per  cent  in  12  non-board  trades.^^ 
However,  Mr.  Collier,  comparing  average  wages  in  1900  and  1912, 
found  that  for  the  adult  males  the  average  increase  had  been 
somewhat  greater  in  the  board  trades  than  in  the  non-board  trades, 
but  that  the  average  increase  in  women's  wages  had  been  greater 
in  the  non-board  trades.^'  In  certain  exceptional  cases  large  ad- 
vances were  made  by  the  boards,  but  as  a  rule  the  advances  have 
been  very  moderate  and  even  conservative  in  view  of  the  growing 
prosperity  of  Australia  and  the  scarcity  of  labor.  Indeed,  the 
minimum  wages  awarded  have  frequently  not  kept  pace  with  com- 
petitive wages,  as  in  the  case  of  the  builders'  laborers  in  Sydney, 
who  complained  that  the  minimum  was  largely  inoperative,  be- 
cause fixed  too  low.^*  Similarly,  the  Arbitration  Court  of  New 
South  Wales  refused  to  fix  wages  in  the  boot  trade  at  a  higher 
rate  than  that  fixed  by  the  wages  board  in  Victoria,  because  of 
the  added  burden  which  such  a  rate  would  place  on  local  manu- 
facturers.^* Mr.  Greorge  S.  Beebe,  author  of  the  Act  of  1912, 
under  which  the  New  South  Wales  system  now  works,  expresses 
the  opinion  that  ^^much  of  the  general  advance  in  wages  and  of 
the  general  improvement  in  industrial  conditions  would  have  taken 
place  if  there  had  been  no  Arbitration  Courts.'*^* 

Statistics  of  wages  and  prices  throw  some  light  on  the  effects 
of  legal  regulation,  but,  as  Professor  Hammond  has  well  shown, 
they  must  be  used  with  caution.^^  According  to  the  New  Zealand 
Year  Book  of  1908,  average  wages  increased  from  1895  to  1907 
by  23  per  cent,  while  the  price  of  food  increased  by  22.5  per 

IS  Aves,  Report  on  the  Wages  Boards  and  Indastrial  Conciliation  and  Arhi" 
tration  Acts  of  Australia  and  New  Zealand,  p.  30. 

IS  P.  S.  Collier,  **Miiiimum  Wage  Legislation  in  Australia,**  New  York  StaSe 
Factory  Investigating  Commission,  1915,  p.  1894. 

i*F.  A.  A.  Russell,  "Industrial  Arbitration  in  New  South  Wales,"  Paper 
read  before  Section  F  of  the  British  Association,  Sydney,  1914,  Beonomic 
Jowmal,  Sept,  1915. 

IS  Ofieial  Year  Book  of  Australia,  1915,  p.  899. 

IS  Geo.  S.  Beebe,  ^*The  Artificial  Regulation  of  Wages  in  Australia.**  Beo- 
nomie  Journal,  Sept.,  1915. 

17  M.  B.  Hammond,  **Wage8  Boards  in  Australia,"  Quarterly  JomnkU  of 
Boonomics,  May,  1915. 
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cent.^^  Later  and  more  careful  investigations  show  that  prices  of 
food  and  rent  in  Auckland,  Wellington,  and  Dunedin  increased  on 
the  average  16.6  per  cent  from  1895  to  1907,  and  by  24.1  per 
cent  from  1896  to  1918,^*  but  no  corresponding  statistics  of  wages 
are  available. 

The  following  tables  show  the  variations  in  nominal  and  effective 
wages  in  Australia  from  1901  to  1914.'® 

Vabiaisoks  ur  Nomikai.  Waob  Imnx  Numbers  ik  Difpebknt  Statu, 

1901  TO  1914 
(Weighted  Average  Wage  for  Commonwealth  in  1911  =  1000) 


Particulars    1901  1906  1907  1908  1909  1910  1911  1912  1918  1914 


Notes 


New  South  \ 
Wales      j 


Victoria  .   . 

Queensland . 

South  Aus- ) 

tralia       ) 

Western      1 

Australia    / 

Tasmania .  . 

Common-    1 
wealth      j 


858 

796 
901 
819 
1062 
719 
848 


886 

807 
909 
832 
1058 
749 
866 


910 

857 
914 
858 
1068 
725 
898 


918 

871 
926 
868 
1061 
725 
900 


942 

887 
946 
905 
1068 
782 
928 


968 

924 
960 
951 
1116 
772 
966 


1008 

985 

997 

1018 

1152 

799 

1000 


1068 

1038 
1010 
1048 
1191 
984 
1051 


1088 

1058 
1027 
1061 
1214 
1026 
1076 


1096 

1065 
1042 
1062 
1226 
1028 
1086 


f  Arb.  Court 
I     establ.  1901 
I  Wages  Boards 
t     establ.  1908 
j      Wages 
(  Boards,  1896 
(    Industrial 
\  Boards,  1908 

!Arb.  Court, 
1910 
{Arb.  Court, 
1912 
(       Wages 
]  Boards,  1910 
(  Arb.  Court, 
\        1904 


Not€, — ^The  figures  in  the  above  table  are  comparable  both  horixontally  and 
▼ertically. 

Vaeiatioks  nr  Effective  Wages  in  Each  State  ako  Commokwealth, 

1901  TO  1914 


Particulars 

1901 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1918 

1914 

New  South  Wales .... 

961 

949 

988 

926 

962 

973 

978 

922 

924 

909 

Victoria 

915 

919 

979 

941 

980 

981 

1087 

981 

1007 

964 

Queensland 

1172 

1165 

1151 

1081 

1112 

1095 

1090 

1082 

1060 

1045 

South  Australia 

948 

984 

960 

911 

914 

948 

957 

906 

947 

929 

Western  Australia  .  .  . 

1024 

1029 

1068 

1060 

1081 

1091 

1028 

1082 

1076 

1078 

Tasmania 

827 

888 

818 

788 

769 

812 

888 

896 

976 

948 

Commonwealth 

964 

960 

996 

946 

974 

985 

1000 

965 

975 

952 

lfoi9, — ^Each  of  the  fears  in  which  effective  wages  declined — 1908,  1919  and 
1914— were  years  of  severe  drought,  when  there  was  a  rapid  increase  In  cost 
of  living. 

18  Year  Book,  1908,  p.  539. 

19  Report  of  Commission  on  the  Cost  of  Living  in  New  Zealand,  1919.  New 
Zealand  Oglcial  Tear  Book,  1915,  p.  780. 

«o  Ogleial  Tear  Book  of  Australia,  1915,  pp.  lOOS-1011. 
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It  is  interesting  to  compare  these  figures  with  index  numbers  of 
real  wages  in  the  United  States  and  England  prepared  by  L  M. 
Rubinow  and  Frances  Wood. 


Index  of  Real  Wages  in 

Index  of  Real  Wages 

Year 

the  United  Stotcsi 

in  England^ 

1901 

96.8 

100.9 

1909 

943 

97.9 

1903 

973 

96.3 

1904 

96.0 

933 

1905 

98.6 

99.5 

1906 

08.0 

943 

1907 

97.7 

943 

1908 

93.0 

87.4 

1909 

89.4 

87.0 

1910 

V!S 

90.4 

1911 

88.9 

94.3 

1919 

85.3 

943 

1913 

85.3 

1914 

84.3 

1915 

853 

1 1.  M.  Rubinow,  **The  Recent  Trend  of  Real  Wages,"  Th€  Amsricam  Eco- 
namie  R^vi^w,  Dec,  1914.  The  figures  for  1913-1915  were  prepared  by  Pro- 
fessor Minnie  T.  England  from  tlie  sources  used  hj  Dr.  Rubinow. 

2  Frances  Wood,  Journal  of  the  Royal  StatUtical  Society,  VoL  79,  p.  103; 
VoL  77,  p.  37. 

In  comparing  these  different  sets  of  figures  with  one  another, 
one  is  tempted  to  guess  that  legal  regulation  in  Austrsdia,  al- 
though it  has  advanced  real  wages  very  little,  if  at  all,  has  at  least 
tended  to  make  money  wages  keep  pace  with  the  rising  cost  of 
living;  whereas  in  the  United  States  and  England  they  have 
lagged  behind.  This  conclusion,  however  probable  it  may  be,  is 
far  from  certain,  as  one  does  not  know  how  much  weight  to  allow 
to  the  growth  of  Australian  trade,  the  scarcity  of  labor,  and  other 
important  factors  in  the  situation.'^ 

It  is  generally  admitted  that  sweating  has  practically  disap- 
peared in  Australia  and  New  2^aland  during  the  period  of  legal 
regulation,  but  this  effect  cannot  be  attributed  solely  to  the  work 
of  the  courts  and  boards.  Industrial  conditions  were  abnormal  in 
the  middle  nineties,  and,  as  prosperity  came,  sweating  and  other 
symptoms  of  poverty  tended  to  disappear.  But  there  is  still  much 
poverty,  and  a  recrudescence  of  sweating  and  kindred  evils  mig^t 

«i  A.  C.  Pigou,  Wealth  and  Welfare,  Part  III,  Chaps.  7,  19.    "The  Principle 
of  the  Minimum  Wage,"  Nineteenth  Century,  March,  1913. 
J.  B.  Clarlc,  Atlantic  Monthly,  Sept,  1913. 
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be  expected  from  time  to  time  were  it  not  for  legal  regulation. 
As  late  as  the  year  1908,  which  was  a  year  of  drought,  it  was 
found^  that  in  the  workrooms  in  the  Sidney  district  no  less  than 
614  girls  were  in  receipt  of  less  than  4s.  a  week;  but  this  was  pro- 
hibited by  the  Minimum  Wage  Act  of  that  year." 

The  fixing  of  minimum  wages  seems  to  have  reduced  the  number 
of  home  workers  in  Victoria,  at  first.  Hammond  attributes  this 
in  part  to  the  fact  that  piece-work  rates  were  fixed  on  a  basis 
higher  than  the  time  rates  in  factories."  The  improvement  of 
methods  of  production  in  factories  has,  of  course,  the  same  tend- 
ency. On  the  other  hand,  the  fixing  of  high  time  rates  for  fac- 
tories should  encourage  home  work.  According  to  the  New  Zea- 
land Year  Book^  sweating  has  almost  disappeared  through  the 
restriction  of  subcontracts."  Again,  the  number  of  outworkers — 
not  necessarily  sweated  workers — ^has  increased  in  Victoria  in 
recent  years.**  This  may  have  been  due  in  part  to  the  scarcity  of 
factory  workers,  and  in  part  to  a  stricter  enforcement  of  the  law 
providing  for  the  registration  of  outworkers. 

There  is  general  agreement  among  investigators  that  more  or 
less  displacement  of  labor  has  frequently  followed  advances  in 
wages,  although  not  to  the  extent  that  had  been  expected,  and  in 
almost  every  case  the  decline  was  only  temporary.  Mr.  Collier 
says:  "After  the  period  of  adjustment,  industry  pursued  its 
normal  course.  This  is  partially  accounted  for  by  the  fact  that 
the  labor  market,  especially  for  skilled  workers,  has  been  quite 
active  in  recent  years."*' 

Numerous  instances  might  be  cited  in  confirmation  of  the  fore- 
going statements.  After  the  boot  trade  award  of  1898  in  Vic- 
toria, one  manufacturer  stated  that  he  had  dispensed  with  70  or 
80  hands  out  of  a  staff  of  280,  and  others  made  similar  com- 
plaints, and  even  the  chief  Factory  Inspector  admitted  that  the 
minimum  had  been  placed  too  high.*^  A  determination  by  the 
Hairdressing  Board  of  Victoria  had  the  effect  of  closing  some  of 
the  smaller  shops  and  throwing  70  men  out  of  employment."    On 

t*  Oj/lcial  Y^ar  Book  of  Australia,  1915,  p.  994. 

»« Hammond,  •'Wages  Boards  in   Australia,**   Quarterly  Journal  of  Eco- 
nomies, VoL  XIX,  p.  569. 
t^ysw  Zsatand  Oj/lcial  Tear  Book,  1914,  p.  710. 
MP.  3.  Cdilier,  Minimum  Wage  Legislation  in  Australasia,  p.  1877. 
MGoQier,  op,  cit,,  p.  3943. 
ST  Hammond,  op.  eit.,  p.  585. 
tBlhid„p.  008. 
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the  other  hand,  in  certain  trades,  as  baking  and  butchering,  the 
determinations  seem  to  have  caused  the  multiplication  of  small 
shops  employing  no  hired  labor.  In  the  furniture  trade  the  de- 
terminations caused  some  substitution  of  Chinese  for  European 
workers,  because  they  could  not  be  enforced  in  Chinese  shops. 
There  was  much  unemployment  in  Victoria  from  1898  to  190S, 
partly,  if  not  chiefly,  because  of  the  drought,  but  a  parliamentary 
Board  of  Inquiry  in  1900  mentioned  minimum  wage  legislation 
among  the  causes  of  the  trouble.*®  After  1902  there  was  very  lit- 
tle complaint  on  that  score,  for  since  that  time  Victoria  and  the 
commonwealth  as  a  whole  have  had  a  practically  unbroken  career 
of  prosperity. 

It  is  the  old  and  slow  workers  who  have  been  the  first  to  suffer 
displacement  and  the  last  to  be  reemployed,  especially  when  wages 
were  paid  by  time  rather  than  by  the  piece.  For  their  benefit  a 
system  of  special  permits  has  been  devised,  which,  however,  has 
not  proved  very  satisfactory,  either  to  the  workers  or  to  the  em- 
ployers. They  tend,  therefore,  as  Professor  Hammond  says,  to 
drift  out  of  the  trade  altogether  to  add  to  the  number  of  unskilled 
workers,  or  to  endeavor  to  carry  on  work  in  their  own  homes.*^ 

There  is  not  much  evidence  at  hand  concerning  the  displace- 
ment of  men  by  women,  women  by  men,  adults  by  young  persons, 
or  young  persons  by  adults ;  but  such  as  there  is  goes  to  confirm 
that  theory  that  a  high  minimum  for  men  tends  to  encourage  the 
employment  of  women,  while  a  high  minimum  for  women  favors  the 
employment  of  men.  Similarly,  a  high  minimum  for  adults  causes 
the  employment  of  young  persons,  and  these,  again,  are  apt  to  be 
dismissed  on  reaching  the  age  which  would  qualify  them  for  the 
legal  rate  for  adults.^^  Again,  the  high  wages  awarded  to  rela- 
tively unskilled  laborers  have  encouraged  young  men  to  enter 
those  occupations ;  and,  as  Mr.  Beebe  says,  the  result  has  been  a 
serious  restriction  in  the  production  of  new  mechanics.*^ 

The  statistics  of  unemployment  in  Australia  throw  little  light 
on  the  effects  of  wage  regulation,  except  as  indicating  that  no 
serious  results  have  followed.  The  following  table  gives  the  per- 
centages of  union  members  reported  as  unemployed  at  the  end  of 
each  year.'' 

2»  Collier,  op.  cit.,  p.  1908. 

80  Hammond,  op.  ciU,  p.  689. 

81  Aves,  Report  on  Wages  Boards  and  Industrial  Conciliation  and  Arbitra- 
tion Acts  of  Australia  and  New  Zealand  (London,  1906),  pp.  61,  177. 

Hammond,  op.  cit.,  pp.  691-594. 

83  Geo.  S.  Beebe,  Economic  Journal,  Sept.,  1916. 

88  OffldaX  Year  Book  of  Australia,  1916,  p.  1000. 
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Per  cent  of  Union 

Per  cent  of  Union 

Year 

Membership 
Unemployed 

Year 

Membership 
Unemployed 

1891 

9.3 

1911 

4.7 

1896 

10.8 

1912 

5.5 

1901 

6.6                1913 

5.3 

1906 

6.7                1914 

5.9 

1907 

5.7 

1st  Quarter 

5.7 

1908 

6.0 

9nd        " 

10.7 

1909 

5.8 

3rd 

11.0 

1910 

5.6 

4th 

Another  table  gives  the  percentages  of  union  members  unem- 
ployed in  the  several  states  at  the  end  of  the  years  1913  and 
1914." 


Per    cent    of    Union    Members    Unemployed    at 
End  of  the  Year 

1913 

1914 

New  South  Wales 
Victoria 
Queensland 
South  Australia 
Western  Australia 
Tasmania 

4.5 

5.8 
4.4 
8.7 
4.7 
4.9 

6.9 
14.1 
17.7 
13.8 

8.6 
18.3 

Commonwealth 

5.3 

11.0 

Without  full  knowledge  of  conditions  in  every  state,  one  would 
be  unwarranted  in  drawing  any  conclusions  from  these  figures  as 
to  the  effects  of  wage  regulation,  but  it  is  worth  noting  that 
Tasmania,  the  latest  state  to  establish  wages  boards,  and  the 
state  in  which  wages  have  been  advanced  most  in  recent  years, 
has  suffered  most  from  unemployment  in  the  first  months  of  the 
war." 

The  experience  of  Australia  and  New  Zealand  does  not  confirm 
the  opinion  that  the  fixing  of  minimum  wages  tends  to  increase 
the  efficiency  of  labor.  On  the  contrary,  the  general  opinion  is 
that  efficiency  has  declined  in  recent  years.  The  climate,  the 
Australian  temperament,  the  scarcity  of  labor,  and  the  "go  easy" 
policy  of  the  unions  might  fully  account  for  this,  yet  Mr.  Beebe 
says :  "I  have  been  forced  to  the  conclusion  that  our  experiments 
have  not  added  to  efficiency,  but  have  had  a  contrary  effect, 

Mlhid.,  1914,  p.  991;  1915,  p.  1001. 
S6  Cf,  Collier,  op.  eit,,  pp.  «199,  3347. 
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mainly  owing  to  fixing  of  standard  wages  instead  of  minima,  and 
to  the  failure  of  our  courts  to  popularize  payment  by  results,  with 
reasonable  safeguards  against  sweating  or  undue  speeding  up."'* 
Mr.  Beebe  further  says,  in  discussing  the  general  problems  of  regu- 
lation in  New  South  Wales : 

The  conviction  is  growings  even  in  industrial  circles^  that  we  have 
nearly  reached  the  limit  of  artificial  regulation  of  wages,  and  that 
with  the  increased  cost  of  commodities,  traceable  to  higher  wages,  we 
are  moving  in  a  vicious  circle.  The  worker  begins  to  realise  that 
while  minimum  wages  and  conditions  are  necessary  and  useful  up  to  a 
certain  point,  they  react  and  hamper  enterprise  when  they  go  beyond 
the  point  of  preventing  men  with  limited  capital  from  entering  the 
field.  ...  I  think  that  the  day  is  not  far  distant  when  we  shall  aban- 
don our  present  elaborate  system  of  compulsorily  legalized  contracts, 
and  substitute  in  its  place  four  enactments: 

1.  The  appointment  of  a  Board  of  Trade  to  prescribe  a  national 
minimum  wage  from  time  to  time. 

2.  The  fixing  of  a  universal  Eight  Hour  Day,  with  certain  recog- 
nized exceptions. 

8.  The  creation  of  a  system  for  the  apprenticeship  and  industrial 

education  of  boy  labour. 
4.  A  special  Act  relating  to  the  hours  of  labour  and  minimum  wages 

of  females. 
Subject  to  these  regulations,  I  believe  the  old  economic  forces  will 
again  come  into  play,  and  that  education,  with  the  maintenance  of 
easily  accessible  .tribunals  for  arbitration,  will  lead  to  industrial  peace 
far  more  rapidly  than  the  compulsory  laws  with  which  we  have  been 
experimenting. 

The  experience  of  Great  Britain  in  minimum  wage  legislation  is 
even  more  important,  from  the  American  point  of  view,  than  that 
of  Australia  and  New  Zealand.  Mr.  Tawney's  admirable  studies 
of  the  chain-making  and  tailoring  industries  give  more  detailed 
information  than  any  investigations  of  Australian  conditions,  but 
the  general  results,  notwithstanding  certain  local  variations,  show 
a  strong  resemblance  to  those  observed  on  the  other  side  of  the 
world. 

The  determinations  of  the  Trade  Board  for  the  Chain-Making 
Trade  went  into  effect  in  February  and  August,  1911,  when  the 
trade  was  recovering  from  one  of  its  severe  depressions.  Since 
then,  as  Mr.  Tawney  says,  the  trade  has  experienced  a  period  of 
quite  unusual  activity.*^ 

s«Geo.  S.  Beebe,  Economic  Journal,  Sept»  1915. 

87  R.  H.  Tawney,  8tudU$  in  the  Minimum  Wage,  No.  1,  Chai^-Makmg 
(London,  1914),  p.  70. 
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The  board  fixed  both  minunum  time  rates  and  minimum  piece 
rates.  The  minimum  time  rates  were  fixed  at  2%d.  per  hour  for 
hand-hammered  chain,  the  women's  section,  and  5d.  to  7d.  per 
hour  for  dollied  or  tommied  chain,  the  men's  section.  The  increase 
in  minimum  piece  rates  varied  from  9.9  per  cent  in  one  grade  of 
chain  to  68  per  cent  in  another,  the  average  of  the  median  in- 
creases being  35.04  per  cent."®  Mr.  Tawney  states  that  both 
men  and  women  have  at  certain  times  in  the  past  been  paid  on  a 
higher  list  than  that  fixed  by  the  board.'*  There  has  evidently 
been  a  good  deal  of  evasion  of  the  determinations,  and  the  increase 
in  earnings  appears  to  have  been  due  as  much  to  the  increased 
volume  of  work  as  to  the  minimum  rates.  Weekly  earnings  have 
increased  considerably,  the  mode  for  women  being  between  6s.  and 
7s.  in  1913,  as  compared  with  4s.  and  6s.  in  1910. 

The  poverty  of  the  workers  before  the  determinations  must,  one 
would  think,  have  interfered  seriously  with  their  efficiency.  As 
one  worker  said:  ^^One  cannot  make  chain  on  bread  and  tea." 
Still,  the  evidence  seems  to  show  that  the  laborers  work  more 
slowly  when  they  are  better  paid,  although  they  make  a  better 
quality  of  chain.  There  is  no  "speeding  up,"  or  other  improve- 
ment in  organization,  as  most  of  the  work  is  done  outside  of  fac- 
tories, and  machinery  is  little  used. 

In  this  trade  wages  form  a  large  proportion  of  the  cost  of  pro- 
duction. Prices  have  been  raised  from  23  per  cent  to  41  per  cent, 
although  the  actual  increase  is  not  equal  to  this,  as  the  quality 
has  improved.  The  demand  for  chain  has  been  so  active  that  the 
manufacturers  have  had  little  trouble  in  shifting  the  burden  to  the 
consumers. 

There  has  been  no  decrease  in  the  number  of  workers.  On  the 
contrary,  there  has  been  more  employment  than  at  any  previous 
time.  The  only  people  injured  have  been  the  middlemen,  some  of 
whom  were  parasitic  subcontractors,  whose  work  consisted  chiefly 
in  beating  down  wages.  These  have  been  largely  eliminated,  while 
the  position  of  the  useful  shop-owners  has  been  weakened. 

The  purpose  of  the  determinations,  however,  was  not  to  preserve 
the  middlemen,  but  to  raise  the  standard  of  life  of  the  worst  paid 
sections  of  workers.  Mr.  Tawney  says:  "What  exactly  the  ef- 
fect of  the  Trade  Board  will  be  in  a  time  of  bad  trade,  it  is,  as 
yet,  too  soon  to  determine."*** 

«•  Ihid.,  p.  74. 

••Tawney,  op.  ott,  p.  65. 

*o  Tawney,  op.  cit.,  pp.  70,  104. 
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In  the  tailoring  trade  it  was  thought  impracticable  to  fix  mini- 
mum piece  rates,  so  the  Trade  Board  established  a  minimum  time 
rate  of  3^d.  an  hour  for  women  workers  and  6d.  an  hour  for 
men,  the  rates  to  become  obligatory  in  February,  1918/^  The 
minimum  for  men  was  too  low  to  have  much  effect,  except  in  cer- 
tain places,  as  few  men  earned  less  than  6d.  per  hour.  Very  soon, 
too,  the  minimupi  ceased  to  be  operative  in  the  north  of  England, 
as  in  Leeds,  where  the  growth  of  business  caused  the  wages  of 
women  to  rise  to  4d.  an  hour,  and  the  wages  of  men  to  8^d., 
8%d.,  and  9^d/*  One  of  the  serious  difficulties  in  the  way  of 
fixing  minimum  piece  rates  was  that  a  piece  rate  which  would  as- 
sure workers  in  a  good  factory  fair  time  wages  would  mean  starva- 
tion wages  .to  outworkers;  while  a  rate  sufficient  for  outworkers 
would  discriminate  against  factory  production."  Piece  rates 
were  frequently  much  higher  in  the  south  of  England  than  in 
Yorkshire,  although  time  wages  were  far  lower.  Mr.  Tawney  tells 
of  some  workers  from  Yorkshire  who  had  visited  an  exhibition  of 
sweated  clothing  held  in  London,  and  went  home  saying:  "We 
wish  we  were  paid  the  same  price  as  sweated  workers."** 

The  minimum  time  rates,  low  as  they  were,  would,  if  they  had 
been  strictly  enforced,  have  provided  an  increase  in  wages  to  at 
least  88  per  cent  of  the  women  piece-workers  and  about  25  per 
cent  of  the  men  workers  in  the  branch  of  the  industry  affected  by 
the  determinations.  Liasmuch,  however,  as  there  has  been  a  good 
deal  of  evasion,  it  is  impossible  to  determine  accurately  the  extent 
of  the  improvement.  Besides,  there  is  no  way  of  separating  the 
results  of  the  determinations  from  the  infiuence  of  the  unusual 
activity  of  trade." 

In  the  tailoring  trade  wages  form  from  a  quarter  to  a  third  of 
the  cost  of  producing  clothing.  The  cost  of  materials  is  far  more 
important,  and  the  prices  of  these  have  been  rising.  An  advance 
in  wages,  then,  of  10  per  cent,  should  involve  an  advance  in  the 
price  of  clothing  of  not  more  than  2%  to  8  1/8  per  cent."  How- 
ever, there  has  been  no  appreciable  rise  in  prices,  although  there 

41  R.  H.  Tawney,  Minimum  Batei  in  the  Tailoring  Industry,    Studies  im  ths 
Minimum  Wage,  No,  S  (London,  1915),  pp.  33,  64. 
*«  Tawney,  op,  cit,,  p.  101. 
*8  Ibid.,  p.  199. 
^Ibid.,  pp.  135,  144. 
"7W(i.,  chaps.  3  and  8. 
^Ibid.,  p.  100. 
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has  probably  been  some  decline  in  quality,  and  there  is  no  evi- 
dence that  England's  exports  of  clothing  are  falling  oflF.*^ 

As  in  the  chain-making  business,  the  increased  cost  of  doing 
business  has  been  hard  on  the  least  efficient  employers.  "Some  of 
the  firms  paying  the  lowest  rates  of  wages  have  lost  part  of  their 
trade,  and  some  of  the  subcontractors  have  had  their  profits  re- 
duced."** There  has  been  a  tendency  toward  "speeding  up,"  to- 
ward a  more  careful  training  of  workers  and  improvement  of  pro- 
cesses and  equipment.*^  In  some  cases  this  has  gone  so  far  as  to 
put  an  undue  strain  upon  the  workers,  who  are  threatened  with 
dismissal  if  they  do  not  earn  the  minimum.  Mr.  Tawney  says: 
**So  great  are  the  opportunities  for  skilful  organization  oflFered 
by  most  modem  machine  industries,  so  much  are  they  neglected 
when  employers  can  pay  any  wage  they  please,  and  so  potent  are 
the  effects  of  the  erection  of  a  standard  to  which  they  must  con- 
form, that  the  establishment  of  minimum  rates  has  been  followed, 
at  least  in  the  tailoring  industry,  by  a  general  increase  of  efficiency 
both  among  workers  and  manufacturers."^® 

In  regard  to  the  dismissal  of  workers  the  experience  of  Australia 
has  been  repeated  in  England.  Certain  workers  have  been  dis- 
missed, on  the  groiuid  that  they  were  not  worth  the  minimum,  but 
the  number  was  not  large  and  many  of  those  at  first  dismissed  re- 
gained work  almost  immediately.^^  There  has  been  some  reduc- 
tion in  the  niunber  of  home-workers,  usually  middle-aged  or  elderly 
women,  of  whom  about  two-thirds  are  married,  one-tenth  single 
and  the  rest  widows. 

As  in  Australia,  the  fixing  of  minimum  wages  tends  to  dis- 
courage the  employment  of  adult  apprentices,  as  they  must  re- 
ceive the  full  minimum  after  twelve  months'  leamership.  It  tends 
also  to  discourage  the  employment  of  learners  between  fourteen 
and  eighteen,  as  they  must  be  paid  minima  varying  with  age  and 
experience.  The  minimum,  then,  appears  to  discriminate  chiefly 
against  two  classes  of  workers — the  learners  at  one  end  of  the 
age  scale  and  the  old  and  slow  workers  at  the  other.  Those  who 
are  most  protected,  therefore,  are  those  who  are  best  able  to  take 
care  of  themselves. 

As  in  the  chain-making  trade,  the  experiment  in  the  tailoring 

♦TjWd.,  p.  105. 
^Ibid,,  p.  354. 
4»/6ul.,  p.  14». 
•ojftW.,  p.  160. 
8i/&i(f.,  p.  954. 
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trade  has  been  tried  in  a  time  of  expanding  demand  and  rising 
prices.  Mr.  Tawney  says:  ^^The  clothing  trade  as  a  whole  has 
been  exceptionally  active  during  the  past  twelve  months,  and  its 
prosperity  has  not  suffered  from  the  establishment  of  wiinimnTii 
rates  by  the  Trade  Board.  When  trade  begins  to  fall  off  there 
will,  no  doubt,  be  the  usual  growth  of  unemploymait.'**^* 

The  experience  of  the  United  States  in  minimum  wage  legisla- 
tion is  of  the  first  importance  as  a  guide  to  future  action,  but  it 
has  been  too  recent  to  throw  much  light  on  the  question.^  Mini- 
mum wage  laws  have  been  passed  in  eleven  states,  but  only  Massa- 
chusetts, Oregon,  and  Washington  have  made  any  serious  att^npt 
to  put  the  Victorian  system  into  operation.^* 

In  Oregon,  the  minimum  wages  in  retail  stores  were  fixed  at 
$6  for  girls  under  eighteen  and  inexperienced  adult  women,  $9.85 
for  experienced  adult  women  in  Portland,  and  $8.S5  for  experi- 
enced adult  women  in  other  parts  of  the  state.  As  a  result  of  this 
the  wages  of  a  considerable  number  of  adult  women  and  of  girls 
were  raised  to  the  minima,  although  average  weekly  wages  in  the 
40  retail  stores  investigated  increased  but  slightly — from  $9.9S  to 
$10.88 — ^and  the  average  weekly  wages  of  adult  experienced 
women  increased  still  less — from  $11.6S  to  $11.86.'* 

During  the  same  period — March  and  April,  1918,  to  March  and 
April,  1914 — ^the  total  number  of  adult  inexperiaiced  women  em- 
ployed in  the  40  stores  decreased  about  SI  per  cent  in  actual 
numbers,  but  only  18  per  cent  in  possible  full-time  numbers ;  and 
the  number  of  adult  experienced  women  decreased  by  about  10 
per  cent  in  actual  and  9  per  cent  in  equivalent  full-time  numbers ; 
while  the  number  of  girls  under  eighteen  increased  by  about  16 
per  cent  in  actual  numbers  and  15  per  cent  in  possible  full-time 
numbers.*®  It  should  be  remembered,  however,  that  Oregon,  as 
well  as  the  whole  Pacific  Coast,  was  suffering  from  a  severe  busi- 
ness depression  in  the  year  1914.  The  fact  that  sales  decreased 
by  8  per  cent  while  the  number  of  full-time  workers  of  all  classes 
decreased  by  11  per  cent,  shows  that  there  probably  would  have 

6*  Ibid.,  p.  167. 

58  Report  of  Alexander  J.  Porter,  Chairman  Minimum  Wage  Commissioa. 
The  National  Ci^  Federation,  Washington,  1916. 

64  <'Minimmn  Wage  Legislation  in  the  United  States  and  Foreign  Countries.** 
Bulletin  of  the  Bureau  of  Labor  Statistics,  No.  167  (Washington,  1916),  p.  SI. 

S6«£ffect  of  Minimum  Wage  Determinations  in  Oregon,"  Bulletin  of  th0 
Bureau  of  Labor  Statistics,  No.  176  (Washington,  1916),  pp.  18,  39. 

Be/6W.,  p.  37. 
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been  much  dismissal  of  workers  without  the  minimum  wage  deter- 
minations. 

While  there  was  no  marked  displacement  of  women  by  men  in 
the  Portland  stores,  where  business  decreased  the  number  of  men 
decreased  less  than  the  number  of  women ;  and  where  business  in- 
creased there  was  a  greater  increase  among  men  than  women.^^ 
There  was  also  a  tendency  to  employ  girls  under  eighteen  instead 
of  adult  inexperienced  women,  and  girls  of  sixteen  were  preferred, 
as  they  might  work  for  two  years  at  $6  a  week.  There  was  also 
some  tendency  for  women  to  change  their  occupations  after  one 
year,  in  order  to  be  classed  as  inexperienced  workers  for  another 
year." 

The  employers  as  a  whole  do  not  seem  to  have  had  any  serious 
complaint  to  make.  They  cut  down  their  force  more  than  the 
Yolume  of  their  sales  and  retained  their  most  efficient  workers; 
and  while  they  were  obliged  to  raise  the  wages  of  some  of  their 
women  workers,  they  seem  to  have  made  up  for  that  by  demanding 
more  service  of  all.  Their  total  labor  cost  increased  on  the  aver- 
age by  only  8  mills  per  dollar  of  sales.*^' 

The  experience  of  Washington  has,  apparently,  been  very  simi- 
lar to  that  of  Oregon.  Minimum  wages  have  been  fixed  at  $9  for 
experienced  women  workers  in  laundries,  telephone  service,  hotels, 
and  restaurants  at  $8.90  in  manufactures,  and  $10  in  mercantile 
industries  and  general  office  occupations.  There  is  a  flat  wage  of 
$6  for  all  minors,  and  a  provision  for  apprenticeship  licenses  and 
licenses  for  defective  or  crippled  workers,  permitting  them  to 
work  for  less  than  the  minima.*® 

There  has  been  some  dismissal  of  inexperienced  workers,  but 
less  than  one  would  expect,  considering  the  high  rates  and  the  de- 
pressed condition  of  business.  Of  course,  the  standard  of  wages 
is  higher  on  the  Pacific  Coast  than  in  the  eastern  states.  Then, 
too,  the  Pacific  states  are  similar  to  Australia  and  New  Zealand 
in  that  they  are  remote  from  the  great  centers  of  population  and 
lead  an  industrial  life  of  their  own,  largely  protected  from  out- 
side competition.  There  are,  in  fact,  two  classes  of  industries: 
those  which,  like  laundries  and  hotels,  are  eflFected  slightly,  if  at 
all,  by  outside  competition ;  and  another  class,  like  the  manuf ac- 

•T76«.,  pp.  19,38. 
BS76id.,  pp.  8,  16,  93,  40,  46. 
w/Wd.,  pp.  16,  68. 

•0  State  of  Washington,  First  Biennial  Report  of  the  Industrial  Welfare 
Oommiision  (Olympia,  1915). 
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turing  of  clothing  and  candy,  which  come  into  direct  competition 
with  eastern  products.  Some  of  the  latter  class,  as  the  commis- 
sioners state,  "have  had  some  difficulty  in  adjusting  themselves  to 
the  new  conditions.  This  situation  is  frankly  admitted,  and  it 
wiU  continue  to  exist  until  the  sweat-shops  of  the  East  are  com- 
pelled, through  similar  laws,  to  pay  similar  wages."*^ 

The  following  statements  are  taken  from  letters  which  the 
writer  has  received  from  several  of  the  leading  merchants  of 
Seattle. 

Mr.  S.  Booth,  superintendent  of  the  Fraser-Paterson  Co.,  says : 
"We  believe  we  get  more  efficiency  from  the  $7.00  and  $8.00  girls 
after  they  have  been  raised  to  $10.00.  They  seem  happier,  more 
interested,  and,  no  doubt,  are  more  ready  to  boost  for  their  store. 
In  other  words,  they  are  removed  from  the  danger  line  of  want, 
and  the  difference  makes  for  happiness.  We  consider  the  mini- 
mum wage  law  'an  excellent  thing  for  the  employer,  as  all  stores 
are  placed  on  an  equal  footing,  and  the  entire  wage  controversy 
is  taken  from  the  dominion  of  organized  labor.'* 

Mr.  Greo.  C.  Pratt,  store  manager  of  the  Bon  March6,  says: 
"The  increased  wage  is  attracting  a  higher  type  of  employee, 
which  is  demonstrated  by  the  fact  that  the  personnel  of  our  store 
has  shown  a  marked  improvement  during  the  past  two  years, 
thereby  insuring  us  greater  efficiency." 

Mr.  J.  C.  Black,  of  the  Black  Manufacturing  Co.,  says :  "The 
class  of  our  labor  is  such  that  the  minimum  wage  makes  practic- 
ally no  difference  with  us  at  all.  We  do  find,  however,  that  it 
absolutely  eliminates  all  chance  of  inefficient  or  semi-efficient  girls 
getting  permanently  placed." 

McCormack  Bros,  write:  "One  is  apt  to  demand  efficiency 
when  paying  the  minimum  scale  and  in  this  way  get  along  with  a 
little  less  of  the  cheap  and  less  capable  help." 

Mr.  J.  S.  Williams,  of  the  Williams  Garment  Co.,  says :  "The 
minimum-wage  law  has  been  a  help  to  us,  as  we  have  been  com- 
pelled to  let  out  poor  help  because  they  cannot  earn  the  minimum. 
We  like  the  change,  but  it  makes  it  hard  on  the  woman  who  needs 
work,  but  cannot  earn  the  wage." 

Frederick  &  Nelson  write:  "We  wish  to  state  that  after  two 
years  of  operation,  we  have  found  the  minimum  wage  to  be  en- 
tirely satisfactory.  It  has  had  no  bearing  on  the  number  of  people 
employed,  and  has  increased  the  efficiency  of  those  employed  and 
those  seeking  employment  to  a  great  extent." 

•^  First  Biennial  Bsport,  p.  14. 
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The  experience  of  Massachusetts,  when  it  has  been  thoroughly 
observed  and  analyzed,  should  throw  more  light  on  the  minimum 
wage  question  from  our  point  of  view  than  that  of  any  other  state 
or  country  that  has  tried  the  experiment.  Decrees  have  been 
made  for  the  brush  industry  (lOlS),  confectionery,  and  laundries 
(1914),  retail  stores,  corset  industry,  and  paper  box  industry 
(1916),  and  women's  clothing  industry  (1916)." 

The  decree  for  the  brush-making  industry,  which  became  ef- 
fective on  August  15, 1914,  fixed  a  minimum  of  15^  cents  an  hour 
for  all  experienced  females,  whether  adults  or  minors,  and  a  rate  for 
learners  of  65  per  cent  of  the  minimiun,  the  period  of  apprentice- 
ship to  be  not  over  one  year.  Reports  of  the  success  of  the  regula- 
tion are  very  conflicting.  The  report  of  the  commission  states 
that  the  decree  has  worked  fairly  well,  but  admits  that  the  in- 
dustry suffered  at  first  because  of  the  disturbance  created  by  the 
war  and  because  of  the  failure  of  the  European  supply  of  bristles. 
When  the  supply  of  bristles  had  been  restored,  the  general  business 
depression  injuriously  affected  the  demand  for  brushes.  How- 
ever, the  industry  revived  in  the  spring  of  1916,  and  by  June  it 
had  regained  normal  conditions.  The  increase  in  wages  has  been 
large;  the  capital  invested  and  the  value  of  the  products  have 
increased;  the  employment  of  women  has  not  given  way  to  that 
of  men;  nor  has  the  minimiun  tended  to  become  the  maximiun. 
From  1913  to  1915  there  was  no  reduction  in  the  number  of 
female  workers,  but  the  number  of  male  workers  decreased  from 
472  to  417.*» 

A  pamphlet  recently  published  by  the  Executive  Committee  of 
Merchants  and  Manufacturers  of  Massachusetts  gives  quite  a  dif- 
ferent account  of  the  effects  of  the  decree  on  the  brush  industry. 
Mr.  Lew  C.  Hill,  President  of  the  John  L.  Whiting-J.  J.  Adams 
Co.,  stated  in  January,  1916,  that  the  number  of  women  and 
minor  workers  employed  by  their  firm  declined  from  397  in  Sep- 
tember, 1913,  to  802  in  September,  1916,  and  that  there  was  also 
a  decrease  in  men  workers,  involving  a  total  loss  in  one  week's 
wages  of  $1287.76.  Mr.  Hill  stated  further  that  the  manufac- 
ture of  lowest-priced  and  many  medium-priced  brushes,  which 
are  the  kind  most  largely  used,  had  stopped  in  Massachusetts, 

««  State  of  New  York,  Third  Export  of  the  Factory  Investigating  Oommis- 
9io%  (1914),  p.  304^ 

•t  Report  of  the  Minim/vm  Wage  Commission,  Boston,  1916.  ''Effect  of  the 
Minizmun  Wage  Decree  on  the  Brush  Industry  in  Massachusetts,"  Bulletin 
Ka  7,  Mgtijni^ni  Wage  Conunission  (Boston,  1915). 
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and  that  they  were  now  made  elsewhere.  He  said  that  the  demand 
for  brushes  had  been  enormous,  because  of  the  war,  and  that  the 
manufacturers  of  Massachusetts  could  not  compete  with  those  of 
other  states,  because  of  the  minimum  wage.  **The  principle  of 
obliging  manufacturers  to  pay  $8.87  to  workers  of  only  $5  or 
$8  earning  capacity  has  resulted  in  complete  idleness  for  those 
who  are  prevented  being  paid  what  they  can  earn.'*** 

The  committee  who  prepared  this  pamphlet  claim  that  much 
unemployment  has  been  caused  by  the  decree  of  the  commission 
relating  to  retail  stores,  amounting  to  as  much  as  10.7  per  cent 
of  the  number  of  girls  employed  in  the  large  department  stores 
of  Boston.  Altogether,  they  claim  that  the  minimum  wage  has 
had  a  bad  effect  on  the  industries  to  which  it  has  been  applied, 
and  they  desire  to  have  it  repealed,  or,  if  there  must  be  a  minimum 
wage,  that  it  be  established  for  all  the  states  by  the  federal  gov- 
ernment. Mr.  Hill,  on  the  other  hand,  would  have  the  minimum 
wage  law  applied  to  three  or  more  of  the  larger  manufacturing 
industries  employing  women  in  Massachusetts,  in  order  that  prac- 
tical knowledge  of  its  effects  might  be  obtained  as  soon  as  possible. 

From  the  foregoing  review  of  the  effects  of  minimum  wage 
legislation,  especially  in  relation  to  unemployment,  it  is  evident 
that  it  has  seldom,  if  ever,  had  the  disastrous  results  predicted  by 
many  business  men  and  some  economists.  The  anticipated  results 
have  occurred,  but  not  in  the  degree  expected.  The  cost  of  pro- 
duction has  frequently  risen,  but  not  as  much  as  the  rise  in  wages. 
Marginal  employers  have  suffered  more  or  less,  but  other  em- 
ployers have  been  able  to  carry  on  business  without  much,  if  any, 
restriction  in  output  or  increase  in  prices.  Some  employees — at 
times  a  good  many — ^have  been  dismissed,  but  after  a  while,  as 
trade  expanded,  most  of  them  have  been  reemployed,  and  no  con- 
siderable residue  of  unemployables  has  been  created. 

In  explanation  of  these  facts  one  possibility  is  that  actual 
wages  do  not  equal  theoretical,  normal  wages,  but  are  usually 
below  the  normal,  at  least  in  a  time  of  rising  prices.*^  If  this  is 
true,  as  seems  probable,  there  is  some  exploitation  of  labor  when 
prices  and  profits  increase  but  wages  lag  behind.  As  Taussig 
says :  ^^Those  business  men  gain  most  in  periods  of  rising  prices 
whose    operations    involve    in    largest    degree    the    payment   of 

6«  The  Minimum  Wage,  a  FaiUng  Experiment,  Published  by  the  Bxecattve 
Committee  of  Merchants  and  Manufacturers  of  Massachusetts  (Boston,  If  IS). 

OB  Pigou,  Wealth  and  Welfare,  Part  III,  Ch.  9.  Pigou,  rThe  Principk  of  the 
Minimum  Wage,**  Nineteenth  Century,  March,  1918. 
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wages.***'  In  such  a  case  the  action  of  a  labor  union,  in  forcing 
wages  up  to  the  normal,  might  benefit  the  laborers  directly  con- 
cerned, by  merely  taking  up  the  slack,  without  any  reduction  in 
the  volume  of  business  or  any  increase  of  prices  to  the  consumers. 
Similarly,  the  action  of  the  state,  through  wages  boards  or  arbi- 
tration courts,  might  have  the  same  effect.  Here  we  have  a  sub- 
stitute for  unionism,  the  state  acting  as  selling  agent  for  labor, 
especially  unorganized  labor,  and  trying  to  sell  that  labor  at  its 
full  market  value.  Of  course,  in  a  time  of  falling  prices,  actual 
wages  might  be  considerably  above  the  normal,  and  it  might  be 
necessary  for  the  state  to  fix  maximum  instead  of  minimum  wages. 
It  may  be  such  a  consideration  as  this,  among  others,  which  led  Mr. 
Grompers  to  say,  in  regard  to  the  minimum  wage  proposal :  "I  fear 
the  Greeks,  even  when  they  bring  gifts." 

Another  explanation  of  the  slight  dismissal  of  workers  follow- 
ing advances  in  wages  may  be  found  in  the  fact  that  the  demand 
for  labor  is  often  quite  inelastic.  This  may  be  due  to  inelasticity 
of  demand  for  the  products  of  labor,  as  in  the  case  of  coal  and 
milk,  or  to  inelasticity  of  the  demand  for  labor  itself,  because  of 
the  necessities  of  the  employers,  as  in  the  case  of  agricultural 
labor  in  time  of  harvest.  In  the  former  case  any  considerable  ad- 
vance in  wages  would  probably  be  shifted  to  the  consumers;  in 
the  latter  case  there  might  be  no  advance  in  prices,  as  all  of  the 
burden  might  be  borne  by  the  employer  or  shifted  backward  to 
the  farmer  and  the  landowner.  In  either  case  there  might  be  a 
considerable  increase  in  wages  without  much  dismissal  of  labor, 
although  in  the  long  run  the  demand  for  labor  might  fall  off,  or 
expand  more  slowly  than  it  should. 

Closely  connected  with  this  explanation  is  the  fact  that  mini- 
mum wage  legislation  in  Australia  and  New  Zealand  has  been 
tried  in  a  time  of  expanding  trade  and  rising  prices,  when  the 
demand  for  labor  was  increasing  more  rapidly  than  the  supply. 
Then,  too,  the  advances  in  wages  have  usually  been  very  moderate, 
and  in  some  cases  the  current  rates  of  wages  have  advanced  beyond 
the  minima  granted  by  the  boards  and  courts.  Similarly,  in 
the  chain-making  and  tailoring  industries  of  Great  Britain,  the 
success  of  the  determinations  has  been  largely  due  to  the  pros- 
perity of  these  industries.  The  experiment  in  these  countries  has 
been  tried  under  the  most  favorable  circumstances,  and  it  remains 
to  be  seen  whether  it  will  stand  the  test  of  a  prolonged  industrial 
depression  or  a  time  of  falling  prices. 

M  Taussig,  PHmevpUi  of  Economies,  VoL  I,  p.  306. 


Digitized  by  VjOOQIC 


S7S  American  Economic  Association 

Finally,  it  may  be  that  the  fixing  of  minimum  wages  has  acted 
as  a  stimulus  to  both  employers  and  employees  in  the  direction  of 
greater  efficiency.  When  wages  are  advanced,  as  when  the  price 
of  materials  rises,  the  employer's  burden  is  increased ;  and  if  be 
cannot  shift  it  to  his  customers  he  is  likely  to  demand  more  service 
of  his  employees,  or  to  adopt  labor-saving  machinery,  improve- 
ments in  organization  and  discipline,  and  other  devices  for  reduc- 
ing cost.  Mr.  Webb  says:  "The  enforcement  of  the  Common 
Rule  on  all  establishments  concentrates  the  pressure  of  competi- 
ticm  on  the  brains  of  the  employers  and  keeps  them  always  on  the 
stretch.*'*^  Professor  Pigou  says:  "In  the  last  resort,  however, 
mechanical  analogies  must  give  way  to  biologicaL  For,  an  arti- 
ficially increased  wage  rate  may  indirectly  influence  the  quality 
and  general  efficiency  of  workpeople. *'•*  Mr.  Tavmey  says: 
"Economic  processes  are  not  reducible  to  sums  in  simple  arith- 
metic. The  reaction  which  follows  an  increase  or  reduction  in 
wages  is  not  merely  quantitative,  but  qualitative.  Hence  all  fore- 
casts are  necessarily  and  invariably  fallacious.  The  premises  are 
not  stable,  they  are  modified  by  the  consequences.  There  is  more 
in  the  result  than  appears  in  the  components,  an  imknown  factor 
whose  operation  defies  deductive  reason.  In  warfare,  to  take  an 
analogous  case,  that  unknown  factor  which  decides  campaigns  in 
defiance  of  military  logic  is  the  spirit  of  the  army.  In  industry 
the  unknown  factor  is  the  character  of  the  workers  and  the  char- 
acter of  the  management.*' •* 

This  is  the  crux  of  the  whole  question.  If  the  raising  of  curroit 
wages  to  some  higher  minimiun  produces  a  corresponding  increase 
in  efficiency,  then,  provided  that  the  demand  for  labor  is  suffi- 
ciently elastic,  there  need  be  no  dismissal  of  workers,  as  the  amount 
paid  per  unit  of  efficiency  is  no  greater  than  before,  and  may  even 
be  less.  However,  the  evidence  is  by  no  means  convincing  on  this 
point,  but  is  rather  conflicting.  It  is  clear  that  the  fixing  of 
minimum  wages  causes  the  selection  of  the  more  efficient  workers, 
but  it  is  not  so  clear  that  it  increases  the  efficiency  of  those  pre- 
viously inefficient.  Those  industries  and  those  states  in  which  a 
minimum  has  been  established  may  obtain  the  pick  of  the  workers, 
but  the  old  and  slow  and  otherwise  subnormal  workers  may  be  as 
incapable  as  before,  and  their  competition  may  lower  the  wage- 

er  Sidney  Webb,  **The  Economic  Theory  of  a  Legal  Minimum  Wage,"  Jimr- 
nal  of  PoUtioal  Economy,  Dec.,  1919. 
68  Pigou,  Principlea  and  Methodi  of  Industrial  Peace,  p.  47. 
•»Tawney,  Minimwn  Bates  in  the  Tailoring  Industry,  p.  120. 
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level  in  unregulated  industries  and  states.  Only  by  fixing  minima 
in  all  industries  and  in  all  parts  of  the  country  could  the  effects  on 
efficiency  be  brought  to  light.  On  general  principles  one  would 
think  that  a  scale  of  wages  based  on  units  of  efficiency  nmning 
from  some  low  to  some  high  point,  with  suitable  provision  for  pro- 
motion, would  do  more  to  encourage  efficiency  than  a  high  mini- 
mum offering  the  simple  alternative  of  wages  or  no  wages. 

The  employers,  too,  in  these  times  of  progress  and  keen  compe- 
tition, are  already  under  a  heavy  strain,  and  it  is  a  question 
whether  a  new  stimulus  will  goad  them  to  further  effort  or  force 
them  out  of  the  game.  As  Taussig  says :  "The  proposition  that 
heavier  burdens  necessarily  develop  greater  strength  is  highly 
disputable.'*^®  At  any  rate,  the  marginal  employer,  as  all  admit, 
is  unable  to  keep  up  the  pace,  and  business  tends  to  be  concen- 
trated in  the  hands  of  the  more  efficient  firms.  This  shows  that 
the  increase  in  the  workers'  efficiency  is  frequently  not  equal  to 
their  increase  in  wages,  and  that  the  added  burden,  when  it  is  not 
shifted  to  the  consumers,  falls  on  the  more  efficient  employers, 
sbce  they  alone  survive.  This  is  not  to  say  that  the  more  efficient 
employers  will  pay  the  workers  more  than  they  are  worth,  but 
only  that  they  wiU  make  less  profit  than  they  did  before. 

While  the  minimum  wage  has  not  produced  in  any  country  the 
disastrous  consequences  predicted  on  merely  theoretical  groimds, 
there  can  be  no  doubt,  in  view  of  all  the  evidence,  that  in  itself, 
other  things  being  equal,  it  does  tend  to  limit  marginal  applica- 
tions of  labor  and  to  cause  the  dismissal  of  the  least  efficient 
workers,  and  that  the  higher  the  minimum  is  fixed  the  stronger 
does  this  tendency  become.  The  fact  that  other  things  are  not 
equal,  and  that  some  beneficial  tendencies  may  be  set  in  operation 
by  the  minimum  wage,  does  not  wholly  counteract  its  dangerous 
tendency,  which,  under  less  favorable  conditions,  might  do  more 
harm  than  good  to  the  very  persons  who  most  need  its  help. 

Probably  the  best  result  of  the  minimum  wage  movement  is  that 
it  has  called  the  attention  of  all  concerned  to  the  need  of  efficiency 
on  the  part  of  both  employers  and  employees,  and  on  the  best 
methods  of  improvement  in  this  respect.  Whether  we  like  it  or 
not,  employers  pay  wages  not  according  to  need  but  according  to 
service,  and  if  the  demand  for  labor  is  to  go  on  increasing,  there 
must  be  a  minimum  of  service  rendered  for  a  minimum  wage.    The 

w  Taussig,  **Minim\mi  Wages  for  Women,"  Quarterly  Journal  of  Economics, 
May»  1916. 
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present  situation  calls  for  something  more  than  a  crude  minimum 
wage  for  all  workers  of  a  certain  age  and  experience ;  it  calls  far 
some  sort  of  apprenticeship,  for  vocational  training,  for  classifi- 
cation of  workers,  for  remuneration  According  to  service,  for  a 
proper  system  of  promotion,  and  for  a  greater  degree  of  security 
and  permanence  in  employment.  Whether  all  this  will  come  about 
through  the  efforts  of  the  parties  directly  concerned  or  by  the 
agency  of  the  state  the  future  will  show ;  but  if  the  minimum  wage 
movement  had  done  no  more  than  call  attention  to  these  needs  it 
would  not  have  been  in  vain. 

It  is  common  to  decry  the  mediaeval  regulation  of  wages  in 
England  under  the  Statutes  of  Laborers  and  similar  laws,  but 
there  is  good  reason  to  think,  with  Mr.  Lipson,  that  this  maximum 
wage  legislation  served  in  some  degree  to  check  the  rise  in  wages 
and  to  repress  the  aspirations  of  the  working  class.^^  If,  there- 
fore, the  state,  supported  by  a  tacit  or  confessed  conspiracy  of 
the  employing  class,  could  keep  wages  down;  it  may  be  inferred, 
with  some  show  of  reason,  that  a  state  friendly  to  the  wage- 
earners  and  supported  by  organized  labor,  could  do  something  m 
the  way  of  reinforcing  the  bargaining  power  of  labor  and  pushing 
wages  up.  There  are  limits  to  the  power  of  the  state  in  both 
directions,  and  dangerous  pitfalls  on  every  side;  but  if  voluntary 
effort  on  the  part  of  employers  and  employees  cannot  solve  the 
wages  question,  the  state  should  try  to  do  it,  that  all  normal 
workers  may  receive  at  least  a  living  wage,  and  all  employers  a 
minimum  of  service  which  will  be  worth  that  wage. 

71 E.  Lipson,  The  Economic  HUtory  of  England  (London,  1915),  pp.  98, 
348  $eq. 
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A«  B.  Wolfe. — Professor  Le  Rossignol  comes  to  a  reasonable  and 
satisfactory  conclusion  with  regard  to  the  duty  of  society  persistently 
to  experiment  with  minimum  wage  legislation.  His  conclusion  is 
based  partly  upon  theoretical  considerations^  partly  upon  an  admirable 
analysis  of  the  actual  working  of  minimum  wage  systems.  I  thinks 
however,  that  we  can  not  as  yet  place  any  great  weight  on  experience. 
The  area  of  experiment  and  the  period  of  our  experience  are  both  too 
small  to  afford  ground  at  all  certain  for  inductive  judgment  as  to 
the  long  run  and  permanent  effectiveness  of  such  laws.  The  idea 
can  not  be  given  a  fair  try-out  by  piecemeal  legislation  or  by  tem- 
porising wage-boards  arriving  at  compromise  awards,  but  neither  will 
the  problem  approach  solution  if  left  to  a  neo-classical  theory  which 
in  effect  perpetuates  the  old  laissez-faire,  do-nothing  negativism.  If 
experience  is  as  yet  an  unsafe  guide,  and  if  consequently  we  have  to 
supplement  it  by  an  appeal  to  deductive  analysis,  we  must  in  so  doing 
strive  to  be  thoroughly  critical  of  our  premises  as  well  as  of  our  logical 
processes.  Nor  will  cold  logic  alone  get  us  anywhere.  Economists 
have  made  no  greater  mistake  than  to  accept  the  idea  that  economic 
analysis  and  ethical  idealism  are  to  be  rigidly  divorced.  Professor 
LeRossignol  says,  as  many  have  said  before  him,  that  employers  pay 
on  a  basis  of  product,  not  of  needs.  It  has  become  a  theoretical  con- 
vention to  assume  that  we  can  not  go  beyond  this  seemingly  adaman- 
tine fact.  But  after  all,  the  impulse  behind  economics  today  is  an 
ethical  motive.  The  problem  of  wages,  and  of  minimum  wages  in 
particular,  comes  down  to  the  question.  Are  we,  everybody,  as  con- 
sumers going  to  be  willing  to  pay  our  way;  and  if  so,  can  a  way  be 
found  by  which  we  shall  have  to  pay  it,  despite  our  natural  propensity 
to  accept  a  good  or  a  service  at  a  low  price  because  "it  gives  employ- 
ment to  the  poor"?  By  a  little  more  attention  to  "needs"  and  a  little 
less  to  hypothetical  marginal  products  it  is  perhaps  possible  that  we 
mi^t  not  only  arrive  at  a  truer  theory  of  distribution  in  general  than 
wc  have  yet  attained,  but  that  we  might  also  throw  needed  light  on 
the  natural  limits  to  the  effectiveness  of  minimum  wage  legislation. 

The  conception  of  what  Professor  Le  Rossignol  calls  the  normal 
wage,  as  well  as  practically  all  our  analysis  of  general  wages,  pro- 
ceeds upon  the  assumption  of  a  fixed  minimum  below  which  the  in- 
terest rate  and  the  general  level  of  profits  can  not  fall,  without  re- 
ducing the  amount  of  capital  and  discouraging  business  activity.    This 
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is  the  fundamental  objection  which  Taussig  and  others  raise  to  min- 
imum wage  legislation;  and  this  is  the  crux  of  the  theory  of  the 
dynamics  of  wages. 

The  controversy  over  minimum  wage  legislation  is  essentially  the 
same  as  that  between  Longe^  Thornton^  J.  S.  Mill,  and  Caimes  fifty 
or  sixty  years  ago  over  the  validity  of  the  wage-fund  doctrine.  The 
real  point  was  then^  as  it  is  now,  the  question  of  the  elasticity  or  in- 
elasticity of  the  amount  of  the  total  product  which  labor  can  secure 
as  wages. 

Specifically,  the  argument  is  that  minimum  wage  laws  can  not  in 
the  long  run  accomplish  a  living  wage  if  employers  can  not  afford  to 
pay  it,  and  that  they  can  not  afford  to  pay  it  if,  after  paying  interest 
and  rental  charges  and  allowing  themselves  a  fair  rate  of  profit,  there 
is  not  enough  left  over  for  a  living  wage.  The  residual  theory  of  dis- 
tribution was  long  ago  thrown  out  of  the  door,  but  it  is  now  climbing 
in  again  through  the  back  window. 

Personally,  I  am  unable  to  subscribe  to  any  residual  theory,  or  to  the 
idea  that  the  supply  of  any  productive  factor,  whether  capital,  man- 
agement, or  labor,  rests  upon  such  motives  that  the  general  reward 
given  to  it  at  the  present  necessarily  represents  the  minimum  necessary 
to  its  continuted  maintenance.  That  the  rewards  of  capitalists  and 
entrepreneurs  are  so  low  that  an  increase  of  all  wages  to  a  decent  * 
standard-of-living  level  will  impair  savings  and  discourage  business 
is  largely  an  assumption.     As  a  fact  it  has  not  been  established. 

In  the  first  place,  in  estimating  the  minimum  necessary  to  give 
a  fair  return  on  investment,  little  attention  is  given  to  the  amount  of 
actual  investment  as  against  overcapitalization.  It  is  easy  for  a 
concern  to  cry  out  the  impossibility  of  paying  a  living  wage  when  it 
is  trying  to  pay  dividends  on  stock  which  is  50  per  cent  pure  water. 
It  would  be  exceedingly  enlightening  could  we  know  the  actual  money 
investment  represented  by  American  industries,  large  and  small,  and 
compare  it  with  the  paper  capitalization  upon  which  dividends  are 
being  paid. 

In  the  second  place,  and  most  fundamental  of  all,  is  the  probabUittf 
that  the  interest  rate  can  be  lowered  greatly  without  seriously  impair- 
ing the  amount  of  savings.  We  need  not  subscribe  to  Clark's  conten- 
tion that  lowering  the  interest  rate  will  increase  saving.^  That  seems 
more  than  doubtful.  Taussig,  on  the  other  hand,  argues  that  because 
the  interest  rate  has  been  fairly  constant  since  the  middle  of  the 
eighteenth  century,  "it  is  perhaps  not  an  unjustified  inference  that 

1  Essentials  of  Economic  Theory,  pp.  3S9  ff. 
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there  is  a  large  volume  of  savings  at  the  margin."  He  admits  that 
the  rate  in  the  future  is  likely  to  be  affected  by  the  very  fact  of  large 
accumulation,  but  thinks  the  experience  of  the  last  few  generations 
indicates  that  the  rate  will  not  sink  below  about  2  per  cent.^ 

This  argument  from  experience  is  inadequate  and  unconvincing. 
It  does  not  take  sufficient  account  of  the  fact  that  the  last  150  years 
have  been  a  period  of  marvelous  industrial  and  territorial  expansion^ 
and  that  only  this  expansion,  world-wide  in  extent,  has  kept  the  de- 
mand for  capital  up  to  a  point  which  could  maintain  the  interest  rate 
at  2  or  3  per  cent  in  the  face  of  unparalleled  increase  in  savings. 
Even  so,  it  may  not  be  amiss  to  point  out  how  strenuous  have  been 
the  efforts  of  investors  to  find  outlet  for  their  surplus  funds  in  foreign 
countries,  efforts  which  certainly  played  no  secondary  role  in  the 
causation  of  the  present  world  war. 

Moreover,  there  is  insufficient  consideration  of  the  influence  of  the 
concentration  of  wealth,  and  the  fact  that  ever  larger  and  larger 
amounts  are  saved  and  seek  investment  simply  because  their  owners 
do  not  know  what  else  to  do  with  them.  Nor  is  account  taken  of  the 
possible  influence  of  the  psychology  of  habit.  It  is  almost  second 
nature  with  the  business  man,  and  with  many  others,  to  save,  and 
we  have  no  evidence  which  accurately  measures  the  effect  of  changes 
in  the  interest  rate  on  his  saving.  There  may  be  a  large  volume  of 
savings  on  the  margin,  but  the  volume  of  intramarginal  saving,  and  the 
amount  of  savers'  surplus,  must  be  incomparably  larger.  It  is  at 
least  possible  that  by  lowering  the  interest  rate,  and  paying  higher 
wages,  we  may  slice  off  for  society  a  considerable  part  of  the  im- 
mense lump  of  savers'  surplus,  and  at  the  same  time  secure  addition 
to  savings  from  workingmen's  families  now  too  poor  to  save  without 
materially  reducing  the  total  amount  of  savings.  The  idea  that  the 
interest  rate  can  not  be  lowered  without  reducing  capital-equipment 
and  therefore  lowering  the  demand  for  labor,  needs  a  critical  re- 
analysis.  For  the  great  bulk  of  savings,  it  is  probable  that  the  supply 
curve  would  show  great  elasticity,  and  consequently  that  a  material 
lowering  of  the  interest  rate  may  take  place  without  cutting  off  more 
than  a  negligible  quantity  of  capital. 

Turning  now  to  labor  supply,  the  idea  that  standard  minimum 
wages  would  stimulate  further  overgrowth  of  population  is  not  well 
founded.  One  way  to  reduce  the  birth  rate  is  to  raise  the  standard 
of  living,  and  the  only  way  to  do  that  is  to  raise  wages.  Taussig, 
urging  on  the  one  hand  the  "numbers"  objection,  implies  that  the 

tPrmciplei,  Vol.  II,  pp.  26,  27. 
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minimam  for  women  should  not  be  based  <m  what  it  costs  a  woman  to 
live  alone^  in  lodgings^  bat  what  it  costs  a  girl  to  live  at  home  with 
her  parents.'^  But  if  you  wish  to  reduce  the  marriage  rate,  give  young 
women  economic  independence,  so  that  they  will  not  be  tempted  to 
marry  simply  to  escape  long  hours  of  hard  work  at  low  pay,  which 
has  to  be  turned  into  the  family  coffers.  Humanitarian  consideration 
aside,  the  strongest  argument  for  minipium  wage  legislation  for  women, 
is  that  it  will  help  them  toward  economic  independence,  and  be  one 
element  in  the  reduction  of  the  birth  rate. 

The  general  toning  up  of  industry  that  would  result  from  universal 
minimum  wage  legislation  would  be  noteworthy.  If  the  inefficient 
entrepreneurs  would  be  eliminated  so  would  the  ineffective  workers. 
I  am  not  disposed  to  waste  much  sympathy  upon  either  class.  The 
elimination  of  the  inefficient  is  in  line  with  our  traditional  emphasis 
on  free  competition,  and  also  with  the  spirit  and  trend  of  modern 
social  economics.  There  is  no  panacea  that  can  "save"  the  incom- 
petents except  at  the  expense  of  the  normal  people.  They  are  a  bur- 
den on  society  and  on  the  producers  wherever  they  are.  The  real  ques- 
tion is  whether  the  inefficient  are  less  burden  if  we  permit  them  to  be 
employed  at  low  wages  and  thus  tend  to  fix  the  wages  of  the  normal 
workers  at  the  same  low  level,  or  whether  they  would  be  less  burden 
if  we  definitely  prohibit  the  employment  in  industry  of  any  person 
who  can  not  earn  a  standard  wage,  and  set  such  persons  aside  for 
special'treatment,  much  as  we  do  backward  children  and  subnormls  in 
the  schools.* 

It  is  unfair  to  consider  minimum  wage  legislation  as  the  only  line  of 
economic  advance.  Naturally,  it  is  not  a  cure-all.  Other  lines  of 
reform,  as  Professor  LeRossignol  has  indicated,  must  go  with  it — 
vocational  education,  restriction  of  immigration,  birth  control,  segrega- 
tion of  the  unemployable.  It  may  be  argued  that  if  these  were  put 
into  operation  minimum  wage  laws  would  be  unnecessary,  but  the 
point  is  that  minimum  wage  standards  may  do  much  to  render  other 
lines  of  advance  effective.  It  is  sheer  short-sightedness  to  condemn 
the  notion  of  a  "national  minimum,"  simply  because  it  alone  cannot  be 
effective  in  raising  the  wages  of  all  possible  workers.  Recogniiing 
that  there  are  limits  to  productive  power  and  to  what  we  can  reason- 
ably demand  of  life,  we  should  nevertheless  see  that  the  conditions 

8  "Minimum  Wages  for  Women,"  Quarterly  Journal  of  Economicf,  May, 
1916,  pp.  417,  418. 

4  Cf,  Sidney  Webb,  **The  Economic  Theory  of  the  Minimum  Wage,"  Jounua 
of  Political  Economy,  Dec,  1912. 
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under  which  a  given  piece  of  legislation  has  to  operate  are  quite  as 
important  as  the  nature  of  the  legislation  itself.  If  universal  minimum 
wage  legislation^  effectively  enforced^  should  prove  the  existence  of  a 
lahor  supply  greater  than  existing  capital  and  natural  resources  can 
employ  at  a  living  wage,  then  there  would  he  no  other  remedy  than 
to  reduce  the  labor  supply.  But  until  we  put  such  legislation  into 
operation  in  all  the  states,  we  can  not  know  that  the  real  reason  for 
low  wages  is  a  redundant  labor  supply,  and  not  merely  traditional  and 
conventional  standards  as  to  what  constitutes  a  fair  rate  of  interest  and 
profit. 

If  industry,  when  the  disturbing  elements  of  change  in  our  highly 
dynamic  era  are  some.what  subsided,  cannot  support  its  workers  at ' 
a  decent  standard  of  living,  one  which  will  keep  a  real  soul  and  a 
healthy  body  together  for  the  normal  span  of  human  life,  and  one 
which  will  afford  an  education  somewhere  nearly  sufficient  for  the 
development  of  real  citizens  for  a  real  democracy,  then  it  stands  con- 
demned at  the  bar  of  ethics,  for  in  spite  of  all  the  material  advance 
we  have  made,  we  shall  have  demonstrated  our  failure  to  bring  a  certain 
and  lasting  improvement  in  the  life  of  the  masses,  and  to  found  a 
political  and  social  democracy  upon  a  vast,  but  hollow,  material  pro- 
ductive capacity. 

Robert  L.  Hale. — In  discussing  the  question  of  wages  regulated  by 
law,  we  are  often  brought  to  face  the  question,  already  suggested  by 
one  of  the  speakers  this  morning,  of  what  we  are  going  to  do  in  case 
the  workmen  refuse  to  obey  an  adverse  ruling.  Are  we  going  to  force 
them  to  continue  working  against  their  wills  ?  Is  not  such  compulsory 
work  slavery  ?  The  question  seems  to  imply  a  general  principle  which 
many  of  us  have  in  the  backs  of  our  minds  and  which  may  as  well  be 
brought  out  into  the  open — a  principle,  namely,  that  there  is  some 
sort  of  an  essential  difference  between  a  law  which  compels  one  to  do 
some  positive  work  and  a  law  which  merely  forbids  one  to  do  some 
definite  act.  Yet  a  little  reflection  shows  that  there  is  no  such  real 
difference.  To  be  prohibited  from  doing  some  things — such  as  eating 
— ^would  be  far  more  irksome  than  to  be  ordered  to  do  other  things. 
To  be  prohibited  from  eating  except  on  condition  of  performing  certain 
work  is  in  practice  equivalent  to  being  ordered  more  directly  to  do 
that  work.  That  is  precisely  what  our  law  of  property  does  to  the 
propertyless  man;  it  forbids  him  to  do  those  things  without  which  he 
cannot  eat,  unless  he  can  get  the  consent  of  some  owners  of  food  or 
of  owners  of  land  on  which  he  can  produce  his  own  food,  and  it  does 
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not  order  them  to  give  their  consent.  As  a  practical  matter^  he  can 
get  their  consent  only  by  offering  them  money;  he  can  get  money — 
being  propertyless — only  by  offering  his  work  to  the  owners  of  money. 
In  shorty  our  law  orders  him  to  work  jast  as  effectively  as  would  any 
anti-strike  law^  the  penalty  for  disobedience  being  starvation;  and  the 
choice  of  work  open  to  him  is  often  very  smalL  True,  the  right  of 
choice  and  the  right  to  strike  enable  him  in  some  cases  to  better  the 
conditions  and  the  pay  of  what  none  the  less  is  in  last  analysis  com- 
pulsory work;  they  do  not  destroy  its  compulsory  character.  To  de- 
prive him  of  the  right  to  strike — and  nobody  proposes  to  deprive  him 
of  the  right  of  choice — ^would  not  turn  otherwise  free  labor  into  slave 
labor ;  it  would  unless  safeguarded  deprive  him  of  one  means  of  better- 
ing his  conditions  and  his  pay.  The  real  question  is,  then,  whether  an 
anti-strike  law  can  be  so  safeguarded  as  to  give  him  all  legitimate 
weapons  for  improving  his  lot.  Will  it  injure  any  substatUial  right 
he  now  enjoys?  His  right  to  freedom  is  only  a  theoretical  right, 
except  in  so  far  as  it  bears  on  the  actual  conditions  of  his  employ- 
ment. If  his  actual  conditions  will  be  as  good  under  compulsory 
wage-adjustment,  then  to  forbid  him  to  strike  under  pain  of  some 
adequate  penalty — it  need  not  be  imprisonment — does  him  no  sub- 
stantial injury  if  an  adequate  substitute  can  he  found  in  the  form  of 
a  wage  board.  Whether  it  can  be  found  or  not  is  a  question  I  can- 
not discuss  now. 

It  must  be  admitted  that  the  object  of  compulsory  arbitration  is 
to  prevent  the  workers  getting  all  that  they  might  conceivably  get  if 
allowed  to  strike  at  any  time;  for  an  actual  tie-up  of  the  railroads 
could  always  be  avoided  by  granting  the  men's  demands,  and  if  there 
is  no  objection  to  granting  them  there  can  be  no  object  in  forbidding 
a  strike  by  law.  It  may  be  asked,  if  the  men  are  engaged  in  com- 
pulsory labor,  Why  not  permit  them  to  free  themselves  by  any  means 
in  their  power?  The  answer  is  that  while  the  system  of  property  does 
compel  the  propertyless  to  work,  they  might  be  still  worse  off  without 
the  institution,  for  it  also  furnishes  the  incentive  for  much  useful 
work  on  the  part  of  owners,  work  which  increases  the  supply  of  com- 
modities and  lowers  their  prices,  making  even  those  lowest  down  in 
the  social  system  perhaps  better  off  than  they  would  be  in  the  absence 
of  that  incentive.  We  cannot  abolish  compulsory  labor;  all  we  can  do 
is  so  to  modify  the  property  system  that  the  labor  will  be  more  equally 
borne  by  all  classes  and  the  fruits  more  equally  distributed.  This  can 
be  accomplished  by  price  regulation,  by  taxation,  and  in  part  by  wage 
fixing.     There  is  obviously  a  limit  to  the  possibility  of  betterment 
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through  the  last  named  method.  If  any  class  of  workmen  for  whose 
services  there  is  a  continuous  need  are  permitted  to  cease  work 
simnltaneoasly,  there  is  obviously  a  possibility  of  their  getting  more^ 
by  reason  of  the  temporary  exigency^  than  they  can  possibly  continue 
to  get  without  injuring  other  compulsory  workers  more  than  they  them- 
selves are  benefited.  Just  what  the  limit  is  it  is  difficult  to  define. 
If  a  satisfactory  definition  can  be  adopted^  and  if  wage  boards  can 
be  trusted  to  ascertain  the  proper  wage  as  so  defined,  and  if  a  suitable 
means  of  enforcement  can  be  founds  then  a  law  forbidding  strikes  in 
continuous  industries  would  deprive  the  workers  only  of  a  power  to 
get  more  than  they  ought  to  get  under  the  circumstances.  If  these 
conditions  cannot  be  satisfied,  an  anti-strike  law  may  conceivably 
deprive  them  of  a  power  to  get  what  they  ought  to  be  allowed  to  get. 
It  will  not  in  any  case  transform  a  previous  state  of  liberty  into  one 
of  slavery.  The  difficult  thing  is  to  agree  upon  what  they  "ought" 
to  be  allowed. 

John  A.  Ryan. — The  friends  of  minimum  wage  legislation  ought  to 
be  satisfied  with  Professor  Le  Rossignol's  paper;  for  it  is  much  more 
favorable  to  the  project  than  anything  that  could  have  come  from  a 
man  holding  his  point  of  view  ten  years  ago.  With  some  shifting  of 
emphasis,  I  could  accept  most  of  what  he  says.  I  am  glad  that  Pro- 
fessor Wolfe  has  called  attention  to  the  similarity  between  Professor 
Taussig's  criticism  of  the  minimum  wage  principle  and  the  old  wage- 
fund  doctrine.  For,  if  it  be  true  that  the  minimum  wage  is  likely  to 
prove  ineffective  simply  because  the  consumers  will  get  most  of  the 
benefit  of  increased  production,  then  the  situation  would  be  substantially 
the  same  as  that  imagined  by  the  classical  economists:  the  amount  of 
product  available  for  wage  payments  would  be  rather  rigidly  limited, 
to  prove  it. 
Perhaps  this  assumption  is  correct,  but  some  attempt  ought  to  be  made 
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MINUTES  OF  BUSINESS  MEETINGS  AT  COLUMBUS 
December  28  to  80^  1916 

Pursuant  to  an  announcement  in  the  program  a  business  meeting  of 
tile  Association  was  held  on  Thursday^  December  28^  at  9  a.m.,  in  the 
banquet  hall  of  the  Hotel  Deshler^  with  President  Carver  in  the  chair. 

The  annual  reports  of  the  Secretary,  the  Treasurer,  the  Auditing 
Committee,  and  the  Managing  Editor  of  the  American  Economic  Re- 
view  were  read,  and  each  was,  by  vote,  approved. 

An  informal  report  from  the  Committee  on  Federal  Work  in  Statis- 
tics was  presented  by  its  chairman.  Professor  W.  F.  Willcox,  and  this 
report  was,  by  vote,  accepted  as  a  report  of  progress. 

Professor  L.  C.  Marshall  presented  a  report  from  the  Committee  on 
Methods  of  Arranging  Programs  for  the  Annual  Meetings.  Upon  mo- 
tion it  was  voted  that  the  report  be  accepted,  its  recommendations 
approved,  and  the  committee  discharged. 

The  President  announced  the  appointment  of  the  following  com- 
mittees: On  Nominations,  Messrs.  R.  T.  Ely,  F.  A.  Fetter,  David 
Kinley,  J.  H.  Gray,  and  W.  F.  Willcox.  On  Resolutions,  Messrs. 
E.  L.  Bogart,  A.  B.  Wolfe,  and  F.  S.  Deibler. 


A  second  business  meeting  of  the  Association  was  held  in  the  ban- 
quet hall  of  the  Hotel  Deshler  on  Saturday,  December  80,  at  9.80 
A.M.,  with  President  Carver  in  the  chair. 

The  Secretary  read  a  letter  from  Professor  E.  T.  Towne,  chairman 
of  the  Committee  on  Secondary  Education,  conveying  an  informal  re- 
port of  progress. 

A  report  from  the  Committee  on  Prize  Monographs  was  presented 
by  Professor  M.  B.  Hammond.  On  motion  the  report  was  accepted 
and  the  committee  discharged. 

Professor  Richard  T.  Ely  presented  the  report  of  the  Committee 
on  Nominations,  as  follows:  for  President,  John  R.  Commons;  for 
Vice-presidents,  James  E.  Le  Rossignol,  Murray  S.  Wildman,  and 
George  Ray  Wicker;  for  Secretary  and  Treasurer,  Alljn  A.  Young; 
for  members  of  the  Executive  Committee,  William  F.  Gephart  and 
Leon  C.  Marshall;  for  members  of  the  Editorial  Board,  Frank  A. 
Fetter  and  Herbert  £.  Mills. 

By  unanimous  vote  this  report  was  accepted  and  the  Secretary  was 
authorized  to  cast  the  vote  of  the  members  present  for  the  list  of  ofli- 
cers  named.    The  vote  was  so  cast  and  the  officers  named  were  elected* 
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Professor  E.  L.  Bogart  presented  the  following  report  from  the 
Committee  on  Resolutions: 

The  American  Economic  Association  desires  to  express  its  warm  apprecia- 
tion of  the  hospitality  extended  to  its  members  by  many  individuals  and  or- 
ganisations, which  has  helped  so  materially  toward  making  the  Twenty-ninth 
Annual  Meeting  a  great  success. 

Especially  it  wishes  to  record  its  acknowledgement  of  the  untiring  and 
wholly  successful  efforts  of  the  Committee  on  Local  Arrangements,  and  also 
of  the  many  courtesies  extended  during  the  course  of  the  meetings  by  the 
Otiko  State  University,  the  Athletic  Club  of  Columbus,  the  Chamber  of  Com- 
merce, and  the  Social  Workers  of  Columbus.  To  this  end  it  requests  the 
Secretary  to  transmit  to  each  of  these  associations  a  copy  of  this  resolution  and 
to  record  it  in  the  minutes  of  the  Association. 

E.  L.    BOOABT, 

F.  S.  Deibler, 
A.  B.  Wolfe, 

Committee  01^  Reiolutions. 

Ux>on  motion  of  Professor  F.  A.  Fetter  it  was  voted  to  instruct  the 
Secretary  to  prepare  and  publish  a  directory  of  the  teachers  of  eco- 
nomics who  are  members  of  the  Association. 

Upon  motion  of  the  Secretary  the  Executive  Committee  was  author- 
ised to  consider  and  report  upon  the  possible  general  reorganization 
of  the  American  Economic  Association  so  as  to  provide  for  a  closer 
cooperation  with  other  societies  with  allied  interests. 

Upon  motion  of  Professor  B.  H.  Hibbard  the  President  was  author- 
ised to  appoint  a  committee  upon  land  colonization. 
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REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 
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A  meeting  of  the  Executive  Committee  was  held  at  the  Harvard 
Club,  New  York,  on  October  14.  There  were  present  President  Carver 
and  Messrs.  T.  S.  Adams,  Babson,  Fairchild,  Mitchell,  and  Young. 
President  Carver  gave  an  account  of  his  plans  for  the  Twenty-ninth 
Annual  Meeting,  and  there  was  an  informal  discussion  of  the  program 
and  of  the  general  arrangements  for  the  meeting. 

At  the  previous  annual  meeting  a  resolution  presented  by  Mr.  R.  R. 
Bowker  was  referred  to  the  Executive  Committee  for  action.^  This 
resolution,  which  provided  for  the  appointment  of  a  special  commit- 
tee of  five  members  on  coordination,  efficiency,  and  economy  in  taxation 
was,  upon  motion,  adopted.  President  Carver  has  appointed  the  per^ 
sons  whose  names  follow  as  members  of  this  committee:  R.  R.  Bow- 
ker, chairman,  H.  C.  Adams,  T.  S.  Adams,  Ogden  L.  Mills,  and  H.  L. 
Lutz. 

Upon  motion  of  Professor  T.  S.  Adams  it  was  voted  that  the  Edi- 
torial Board  be  asked  to  consider  the  advisability  of  publishing  a  bi- 
monthly journal  made  up  of  reprints  and  abstracts  of  articles  and  in- 
formation on  current  economic  problems,  with  a  view  to  its  use  in  con- 
nection with  elementary  courses  in  economics. 

Upon  motion  of  the  Secretary  it  was  voted  to  authorize  the  Com- 
mittee upon  Secondary  Education  in  Economics  to  expend  not  more 
than  $500  in  securing  information  as  to  the  present  status  of  instruc- 
tion in  economics  in  secondary  schools. 

No  other  meeting  of  the  Executive  Committee  was  held  during  the 
year. 

Under  authorization  given  at  the  previous  annual  meeting,  the  Presi- 
dent and  Secretary  have  appointed  Messrs.  E.  T.  Towne,  F.  R.  Clo:w, 
and  G.  O.  Virtue  members  of  a  special  Committee  on  Secondary  Edu- 
cation in  Economics.^  The  President  has  also  appointed  the  follow- 
ing specially-authorized  committees:  "To  consider  the  advisability  of 
the  publication  by  the  Association  of  an  annual  or  occasional  prise 
monograph,  and  to  report  upon  plans  and  rules  for  tiie  competition,  if 
such  be  deemed  advisable":'  Messrs.  F.  W.  Taussig,  M.  B,  Ham- 
mond, H.  J.  Davenport.     To  make  recommendations  for  the  invest- 

"^  Papers  and  Proceedings,  2S\h  Annual  Meeting,  p.  317. 
s  Papers  and  Proceedings,  SSth  Annual  Meeting,  p.  319. 
8  Papers  and  Proceedings,  38th  Annual  Meeting,  p.  317. 
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ment  of  some  of  the  Association's  funds :  Messrs.  R.  W.  Babson,  S.  B. 
Pearmain^  W.  Z.  Ripley. 
The  changes  in  our  list  of  members  and  subscribers  are  as  follows: 

New  members  added   266 

New  subscribers  added   53 

Total   additions    —  319 

Members  resigned   138 

Members  removed  for  lack  of  address 6 

Members  dropped  for  non-payment  of  dues 7Q 

Subscriptions  discontinued    35 

Deaths   21 

Total  subtractions  —  272 

Net    gain 47 

Our  members  and  subscribers  now  number  2489.  This  is  the  first 
year  since  our  annual  dues  were  increased  from  three  dollars  to  five 
in  which  there  has  been  a  net  gain  in  our  membership.  Now  that  our 
rolls  have  been  pruned  of  the  names  of  most  of  those  who  are  not 
sufficiently  interested  in  our  work  to  continue  to  pay  the  increased 
annual  dues  it  is  to  be  hoped  that  each  successive  year  may  show 
some  increase  in  our  membership.  With  the  continued  help  of  those 
of  our  members  who  are  actively  interested  in  our  work  a  period  of 
steady  growth  in  numbers  and  influence  now  seems  possible.  During 
the  past  year  an  especial  effort  has  been  made  to  increase  the  number 
of  life  members. 

The  Secretary  regrets  that  he  has  to  report  the  deaths  of  the  mem-* 
bers  whose  names  follow: 

Allbn^  William  F.  Libby,  Charles  F. 

Ferguson^  Richard  H.  Low,  Seth  (Life  Member) 

Gardy,  William  R.  Lasker,  Morris 

Gorton,  Adelos  Lyman,  Arthur  T. 

Gray,  John  C.  Melius,  George  E. 

Garrard,  Jephthah  Neville,  George  W. 

Hewitt,  C.  M.  Schwab,  John  Christopher 

Hill,  James  J.  (Life  Member)         Symmbs,  Frank  J. 
HoxiE,  Robert  F.  Vaile>  Joel  F. 

Keppler,  Theodore  L.  Wells,  Emilie  Louise 

Leroy-Beaulieu,  Paul    (Honor- 
ary Member) 
Respectfully  submitted. 

Allyn  a.  Young, 

Secretary, 
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The  transactions  of  the  Treasurer's  office  during  the  year  are  sum- 
marized in  the  following  exhibit  of  receipts  and  expenditures.  A 
balance  sheet  and  income  statement  are  presented  by  the  Auditing 
Committee,  in  its  report. 

RECEIPTS  AND  EXPENDITURES 
1916 
Cash  on  hand  December  18,  1915 $3,417.89 

Receipts 

Accounts  Receivable  $       9.50 

Membership  Dues   9,736.69 

life  Memberships   500.00 

Subscriptions  1,683.53 

Sales  of  Publications   408.21 

Interest   309.66 

Profit  and  Loss 1.00 

$19,634.59 

$16,059.46 

Expenditures 
Publications 

Review  Printing $3^59.59 

Review  Editorial   9,993.00 

Review  Expenses  and  Supplies  ....     1,513.79 

$7,696.31 

Proceedings  and  Handbook  1,105.73 

Sundry  Publication  Expense   171.03 

$8,973.07 

Secretary's  Office 

Office  Salaries  $1,765.65 

Traveling  Expenses    66.10 

Stationery  and  Printing 931.80 

Office  Supplies    '43.03 

Office  Postege  309.14 

Telegraph  and  Telephone    54.57 

Express  and  Cartage 3.07 

Miscellfimeous  Expense  ..: 7.75 

Annual  Meeting  199.85 

9,666.96 

Insurance    66.50 

Storage  of  Publications  50.00 

$11,756.53 

Cash  on  hand  December  19,  1916 
Ithaca  Trust  Company 

Interest  account  $800.00 

Checking  account  59.00 

Checks  not  deposited    90.00 

Central  Trust  Company 3,416.95 

4,995.95 

$16.053.48 

Respectfully  submitted. 

Allyn  a.  Young, 

Treasurer, 
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REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca,  N.  Y.,  December  22,  1916. 
To  the  American  Economic  Association: 

An  andit  in  detail  of  the  accounts  of  the  Secretary-Treasurer  of  the 
Association,  for  the  fiscal  year  ended  December  19,  1916,  has  been 
made  by  assistants  under  the  direction  of  your  conmiittee.  The  ac- 
companying statement  of  income  and  outgo,  balance  sheet,  and  exhibit 
of  charges  and  credits  to  surplus,  are  in  our  opinion  correct,  and  we 
certify  that  the  ledger  accounts  are  in  full  agreement  with  the  balance 
sheet  here  presented. 

Very  respectfully, 

Donald  English, 
Robert  A.  Campbell, 
Abbott  Payson  Usher, 

Auditing  Committee. 

Balance  Sheet 
Assets  Liabilities 

Cash  in  Bank $79.00      Membership  Dues  Prepaid. .    $359.75 

Cash  in  Savings  Accounts  . .  4^16.95      Life  Memberships 500.00 

Investments:  Reserves: 

New  York  City  As-  Defaulted  Membership 

sessment  Bond $1,000  Dues  Receivable $500 

United    Fruit    Com-  Bad  Accts.  Receivable    50 

pany  4j4s  of  1903...  2,000  550.00 

$3,000.00  -Surplus    8,079.42 

Membership  Dues  Receivable  1,767.70 

Accounts  Receivable 150.52 

Furniture    and    Fixtures    in 
Secretary-Treasurer's  Office     275.00 


$9,489.17  $9,489.17 

Surplus  Account 

Balance  December  18,  1915  $7,978.08 

Miscellaneous  Credits — Net    16.75 


Defaulted  Membership  Dues  $654.00 

Less  Reserve 475.00 

$179.00 

Uncollectible  Acccounts  Receivable $56.59 

Less  Reserve    25.00 

31.59 


$7,994.83 


Accounts  Payablei   $41.67 

Insurance  Prepaid^ 32.00 


—  210.59 

$7,784.24 

9.67 

S7  793.91 
Net  Surplus,  1916 W.51 

Surplus  December  20,  1916  $8,079.42 


1  These  amounts  written  off,  it  being  unnecessary  to  carry  items  on  the  bal- 
ance sheet  year  after  year.  The  "Accounts  Payable"  item  represents  rent  due  to 
the  Princeton  University  Press  from  March  to  December  at  the  rate  of  $50.00 
per  annum. 
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Income  Statement 
Ordinary  Income 

Dues    $10,166.69 

Less  Defaultedz   62.50 

Net   $10,094.19 

Interest   303.66 

$10,396.85 

Ordinary  Outgo 

Office  Salaries   $1,765.65 

Traveling  Expenses  66.10 

Stationary  and  Printing   331.80 

Postage    301.48 

Supplies    43.23 

Telephone  and  Telegraph  54.57 

Freight  and  Cartage  3.07 

Insurance    3.00 

Annual  Meeting  301.31 

Depreciation  of  Furiture  and  Fixtures 35.00 

Miscellaneous    7.75 

$3,701.95 

Excess  of  Ordinary  Income 

Publication  Outgo 

Printing $3,357.37 

Editorial    1,500.00 

Contributional   1,433.00 

Editorial  Expenses    1,513.79 

Proceedings  and  Handbook   1,105.73 

Simdry  Sixpenses  163.57 

$8,963.36 

Storage  of  Publications    50.00 

Insurance    64.50 

114.50 


$7,694.90 


$9,076.86 
Publication  Income 

Subscriptions   $1,767.03 

Less  Defaulteds 43.75 

Si  733  38 
Sales  of  Publications   '494.19 

3,317.47 

Excess  of  Outgo $6,859.39 

Gross  Surplus  $  835.51 

Reserve  for  Defaulted  Membership  Dues $500.00 

Reserve  for  Bad  Accounts  Receivid)le 50.00 

550.00 

Net  Surplus  for  the  year  $38531 

2  Due  from  members  for  1916  publications, 
s  Due  from  subscribers  for  1916  publications. 
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REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1916 

During  the  past  year  there  have  been  no  marked  changes  in  the 
editorial  management  of  the  Review.  The  volmne  just  finished  has 
approximately  the  same  amount  of  printed  matter  as  its  immediate 
predecessor,  1024  pages  as  compared  with  1008  in  1915.  The  cost  of 
issuing  the  journal  has  slightly  increased  owing  to  the  advance  in  the 
price  of  paper.  The  total  cost  for  the  year  is  $7694.06,  divided  into 
principal  items  as  follows: 

Printing   $8257.27 

Salary  of  editor 1500.00 

Payments  to  contributors 1423.00 

Clerical  assistance 1178.98 

Supplies   889.86 


$7694.06 

If  the  price  of  paper  had  remained  at  the  figure  prevailing  during 
the  past  few  years,  the  printing  cost  would  have  been  $190.91  less. 
If  the  higher  price  prevails  during  the  coming  year,  it  is  probable 
that  the  cost  of  the  journal  will  be  increased  by  $500.  This  will  have 
to  be  met  either  by  a  larger  appropriation,  or  by  the  introduction  of 
certain  economies  and  a  reduction  of  the  amount  printed. 

The  following  have  served  as  the  board  of  editors:  Professor  F.  A. 
Fetter  and  Professor  H.  E.  Mills,  whose  terms  expire  this  year; 
Professor  Clive  Day  and  Professor  H.  J.  Davenport,  whose  terms 
expire  in  1917;  and  Professor  T.  W.  Page  and  Dr.  J.  L.  Coulter 
whose  terms  expire  in  1918. 

In  abstracting  of  periodical  articles  on  Theory,  Professor  A.  N. 
Young,  of  Princeton  University,  has  cooperated  with  Professor  W.  M. 
Adriance.  Professor  D.  C.  Barrett,  who  for  more  than  three  years 
has  covered  the  field  of  Money  and  Banking  with  gratifying  thorough- 
ness and  discrimination,  is  now  obliged  to  discontinue  the  work,  and 
Professor  C.  A.  Phillips,  of  Dartmouth  College,  has  kindly  consented 
to  assume  it. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  the  cost  by  principal  items,  in  continuation  of  tables  given 
in  reports  for  preceding  years. 

Davis  R.  Dewey, 

Managing  Editor. 
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REPORT  OF  COMMITTEE  ON  PRIZE  MONOGRAPHS 

The  committee  appointed  at  the  last  annaal  meeting  to  consider  the 
advisability  of  the  publication  by  the  Association  of  an  annual  or  oc- 
casional prize  monograph  reports  as  follows: 

In  order  to  ascertain  the  trend  of  opinion  among  active  members  of 
the  Association^  a  circular  letter  was  sent  to  about  forty  present  and 
former  officers  of  the  Association^  and  their  opinion  was  asked  re- 
garding three  suggestions:  firsts  that  a  prize  monograph  be  published 
as  suggested  in  the  plan  proposed  at  the  last  meeting;  second^  that  a 
monograph  without  a  prize  be  published  annually  or  at  reasonably 
frequent  intervals  on  some  subject  in  economic  theory  or  closely  con- 
nected with  economic  theory;  thirds  that  any  additional  funds  at  the 
disposal  of  the  Association  be  used  for  the  enlargement  of  the  Review. 

These  three  suggestions  were  put  before  the  persons  to  whom  the 
circular  letter  was  sent  in  order  that  they  might  express  their  opinion 
not  only  upon  the  original  proposal^  but  upon  possible  alternatives. 

Your  committee  regrets  to  report  that  there  was  no  consensus  of 
opinion^  and  not  even  an  approach  to  general  agreement.  On  the 
prize  monograph  proposal  it  appeared  that  at  least  half  were  disin- 
clined to  accept  it^  a  considerable  proportion  non-committal^  and  a 
very  small  number  clearly  in  favor.  As  regards  choice  between  the 
three  possibilities^  there  was  again  no  consensus  of  opinion.  Upon 
the  whole^  the  use  of  available  funds  for  enlargement  of  the  Review 
seemed  to  meet  with  most  favor. 

The  committee  has  further  conferred  with  the  Treasurer,  and  has 
ascertained  from  him  that,  judging  from  the  experience  in  the  last 
four  years,  the  Association  could  devote  a  sum  of  not  less  than  $500 
nor  more  than  $1000  to  some  such  purpose  as  has  been  indicated  in  the 
preceding  statement.    Your  committee  feels  doubtful  whether  this  sum 
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is  sufficient  to  justify  the  Association  in  embarking  on  a  new  scheme 
for  permanent  additions  to  its  publications ;  and  your  Committee  is  of 
the  opinion  that  no  such  series  should  be  started  unless  it  could  be 
maintained  permanently. 

On  the  whole^  your  committee  reports  that  its  conclusion  is  that  it 
is  inexpedient  for  the  Association  to  take  any  action  for  a  new  series. 
The  enlargement  of  the  Review  evidently  met  with  favor  among  the 
persons  addressed^  and  the  maintenance  of  the  Review  at  its  present 
high  standard  seems  unquestionably  desirable.  Should  it  appear  that 
after  all  needed  appropriation  for  the  Review  a  considerable  surplus 
should  remain  in  hand  during  the  next  few  years,  the  extension  of 
the  Association's  publishing  activities  may  be  considered. 

F.  W.  Taussig, 
M.  B.  Hammond, 
H.  J.  Davenport. 


REPORT  OF  THE  COMMITTEE  ON  METHODS  OF  ARRANG- 
ING PROGRAMS  FOR  THE  ANNUAL  MEETINGS 

At  the  Washington  meeting,  December,  1915,  your  committee  was 
appointed  to  consider  whether  the  present  method  of  arranging  the 
programs  of  the  annual  meetings  might  wisely  be  modified.  The  com- 
mittee corresponded  with  the  former  presidents  of  the  Association 
and  with  some  eight  or  ten  other  members  concerning  the  proper 
scope  and  method  of  its  work.  On  the  basis  of  the  suggestions  re- 
ceived, a  ''first  formulation  of  some  points  at  issue"  was  drawn  up  in 
the  form  of  a  questionnaire  and  submitted  to  some  eighty  members  of 
the  Association,  including  former  presidents,  with  a  request  for  further 
counsel  and  criticism.  The  questionnaire  finally  sent  out  is  in  scope 
and  in  detail  the  result  of  this  interchange  of  opinion  and  may  be 
regarded  as  an  honest  attempt  to  ascertain  the  wishes  of  the  member- 
ship. 

It  was  decided,  on  grounds  of  economy,  not  to  send  the  question- 
naire to  the  entire  membership  of  the  Association.  The  Secretary  of 
the  Association  gave  the  committee  the  names  of  those  who  had  regis- 
tered at  the  last  two  annual  meetings  and  added  to  this  list  the  names 
of  a  few  other  persons  likely  to  be  interested.  In  June,  1916,  the 
questionnaire  was  mailed  to  505  persons.  By  August  160  had  xe- 
plied.  Duplicates  were  sent  to  the  845  who  had  not  replied  and  65 
responded.  The  committee  thus  secured  replies  from  245  pemmM^  IS 
of  whom  returned  the  questionnaire  with  no  answers  made.     Th^ 
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TtBumi  of  answers  is  accordingly  based  on  the  230  questionnaires  which 
were  answered  in  full  or  in  part  by  December  5,  1916. 

This  resum6  has  been  mimeographed  and  distributed  so  that  de- 
tailed comment  by  your  committee  is  unnecessary.  If  the  replies  to  the 
questionnaire  fairly  represent  the  attitude  of  our  membership^  dis- 
satisfaction with  our  present  program  methods  is  not  serious.  Per- 
haps it  is  not  serious  because  it  is  the  general  feeling  among  the  mem- 
bers that  the  chief  purposes  of  the  annual  meetings  are  opportunities 
for  personal  contact  and  interchange  of  ideas.  Nevertheless  there  is 
sufficient  dissatisfaction  to  justify  our  future  program  makers  in  giv- 
ing the  matter  serious  consideration.  By  way  of  constructive  sug- 
gestions^ the  replies  indicate  marked  preferences  (1)  for  some  sectional 
meetings^  (2)  for  announcing  some  topics  early  in  the  year  with  a 
general  invitation  to  contribute^  (3)  for  giving  more  time  to  discussion 
with  a  large  number  participating  in  such  discussion,  (4)  for  reason- 
ably rigid  adherence  to  time  limits  for  both  leading  papers  and  dis- 
cussions, and  (5)  for  advance  publication  of  leading  papers. 

A  member  of  the  committee  made  a  study  of  the  methods  of  several 
other  associations.  The  desirable  elements  which  he  found  in  the 
methods  of  these  associations  are:  (1)  preprinting  of  papers;  (2) 
limited  time  given  to  the  authors  of  the  papers,  with  a  maximum  time 
for  general  discussion;  (3)  sectional  meetings,  for  a  substantial  part 
of  the  time;  (4)  control  of  programs  in  the  hands  of  permanent  com- 
mittees; (5)  combination  of  volunteer  and  solicited  papers;  (6)  ade- 
quate opportunity  for  the  author  to  reply,  in  print,  to  his  critics.  It 
will  be  noted  that  with  the  exception  of  (4)  and  (6),  which  issues 
were  not  definitely  raised  in  the  questionnaire,  this  finding  is  in  sub- 
stantial agreement  with  the  outstanding  preferences  voiced  in  the 
answers  to  the  questionnaire. 
Your  committee  therefore  finds  as  follows: 

1.  On  the  basis  of  the  replies  to  the  questionnaire  and  the  investi- 
gation of  the  methods  in  use  in  other  associations,  we  regard  an  im- 
provement of  our  program  methods  practicable. 

2.  We  recommend  that  this  report  and  the  resume  of  the  answers  to 
the  questionnaire  be  made  accessible  in  permanent  form,  in  such  man- 
ner as  seems  wise  to  the  Executive  Committee  of  the  Association,  in 
order  that  (a)  the  data  may  be  of  service  to  future  program  makers ; 
and  that  (b)  the  membership  of  the  Association  may  have  an  oppor- 
tunity to  study  the  data  and  to  take  further  action  at  a  future  meeting 
if  it  so  desires. 

The  committee  asks  the  privilege  of  substituting  these  recommenda- 
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tions^  prior  to  their  publication^  to  the  absent  member  of  the  commit- 
tee in  order  to  give  him  an  opportunity  to  concur  in  them  or  to  dis- 
sent from  them. 

Respectfully  submitted. 

E.    A.    GOLDENWEISER, 

L.  C  Marshall,  Chairman, 

[The  foregoing  report  was  presented  to  and  accepted  by  the  Asso- 
ciation. The  absent  member  of  the  committee  has  subsequently  sub- 
mitted the  following  supplementary  reports,  with  which  Mr.  Golden- 
weiser  concurs.] 

As  the  results  of  the  questionnaire  were  tabulated  too  late  for  the  committee 
to  work  out  a  report  through  correspondence,  the  two  members  of  the  com- 
mittee who  were  present  at  the  Columbus  meeting  have  saved  my  rights  to  file 
a  supplementary  report — a  courtesy  for  which  I  wish  to  express  ray  thanks. 

I  would  express  general  concurrence  with  the  statements  of  the  report 
presented  at  the  meeting,  with  qualified  dissent  at  one  or  two  points.  I  v^ish 
to  add  certain  information  based  oni  the  investigation  of  the  work  of  other 
associations,  which  was  the  task  especially  assigned  me,  and  to  make  rather 
more  specific  recommendations  than  the  main  report  contains. 

A  study  of  the  questionnaire,  together  with  verbal  expressions  from  many 
members,  leads  me  to  feel  that  the  degree  of  discontent  with  previous  programs 
is  rather  greater  than  the  main  report  would  hold.  Perhaps  a  better  statement 
would  be  that  the  membership  is  more  interested  in  improving  the  program 
than  the  report  would  indicate.  Members  expressing  great  discontent  are  not 
numerous  (15).  The  number  "somewhat  dissatisfied"  is  large  (64).  The 
number  "pleased  but  somewhat  dissatisfied"  is  8.  Eighty -seven  thus  express 
some  degree  of  dissatisfaction.  Twenty-one  express  themselves  as  "very  well 
pleased,"  and  79  as  "pleased,"  a  total  of  110.  This  would  indicate  a  prepon- 
derance of  those  who  do  not  desire  to  make  negative  criticism,  or  to  find  favlt 
with  previous  policies.  It  indicates  an  extensive  dissatisfaction,  none  the  less. 
When,  however,  the  question  of  constructive  changes  is  raised,  a  much  higher 
percentage  makes  clear  a  desire  for  change.  This  is  particularly  evident  on 
two  points;  (1)  when  the  question  of  a  general  invitation  to  the  membership 
to  volimteer  papers  on  announced  topics  is  raised,  and  (2)  when  the  question 
of  having  sectional  meetings  is  raised.  In  favor  of  a  general  invitation  to 
volunteer  papers  there  were  134  votes  giving  imqualified  approval;  91  votes 
giving  qualified  approval;  one  vote,  "not  always";  only  25  members  opposed 
the  plan.  In  favor  of  some  sectional  meetings  there  were  171  votes,  and  there 
were  only  33  votes  in  favor  of  having  all  meetings  general  meetings.  Of  those 
who  replied  to  the  further  question  as  to  the  proportion  of  time  to  be  given 
to  sectional  meetings,  the  great  majority  desired  to  give  one  third  or  more 
of  the  time  to  sectional  meetings.  The  proportion  that  meet  the  wishes  of  the 
largest  number  is  one  half. 

The  writer  feels  that  the  membership  does  not,  as  a  whole,  wish  to  take  any 
stand  that  would  indicate  disapproval  of  what  has  been  done.  The  programs 
have  been  good,  and  the  men  who  have  been  responsible  for  them  have  done 
praiseworthy  and  unselfish  work.  But  the  membership  does  feel  that  improve- 
ment is  possible  and  desirable. 

The  study  of  the  work  of  other  associations  suggests  some  signiftcant 
points.  The  associations  investigated  were:  the  American  Historical  Associa- 
tion; the  Modern  Language  Association;  the  American  Society  of  CivU  Engi- 
neers; the  American  Mathematical  Society;  the  American  Society  of  Mechan- 
ical Engineers.  In  none  of  these  organizations  is  the  work  of  making  the  pro- 
gram left  to  the  president    The  American  Society  of  CivU  Engineers  se^ns  to 
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meet  primarily  for  social,  purposes,  and  its  work  is  not  of  particular  interest 
for  our  purposes.  From  each  of  the  others,  however,  it  is  possible  to  draw 
points  of  interest  I  shall  give  chief  attention  to  the  American  Society  of 
Mechanical  Engineers,  whose  methods  seem  to  have  most  that  we  could  advan- 
tageously borrow. 

First,  as  stated,  in  none  of  these  organisations  does  the  annually  changing 
president  make  the  program.  The  matter  is  left  with  permanent  officers  or  per- 
manent committees.  The  gain  tliat  comes  from  this  is  decided.  There  is  con- 
tinuity of  purpose;  there  is  an  accumulation  of  experience  and  knowledge  of 
the  membership ;  it  is  possible  to  get  plans  under  way  early.  A  former  presi- 
dent of  the  American  Economic  Association  stated  to  a  member  of  the  com- 
mittee that  preprinting  of  the  papers,  of  which  he  was  in  favor,  is  virtually 
impossible  under  our  present  system,  as  the  newly  elected  president  cannot 
get  tiungs  under  way  in  time.  Obviously,  each  new  president  must  go  over 
the  whole  ground  afresh,  must  do  work  that  has  been  done  many  times  before, 
and  in  no  case  can  he  make  plans  for  more  than  one  year.  There  is  no  particu- 
lar reason  why  he  should  be  personally  very  well  informed  as  to  the  researches 
which  members  of  the  Association  have  under  way.  There  is  a  strong  tempta- 
tion— ^to  which  many  of  our  presidents  have  not  yielded — for  the  president  to 
assign  positions  on  the  program  only  to  the  conspicuous  men,  with  whose  work 
he  is  acquainted,  and  of  whose  creditable  performance  he  can  be  sure.  A 
permanent  comoadttee,  accumulating  year  by  year  fuller  Imowledge  of  the 
membership,  and  the  work  which  individuals  are  doing,  could  much  more 
safdy  call  on  less  known  men  to  make  contributions. 

A  model  for  this  seems  to  be  found  in  the  methods  of  the  American  Society 
of  Mechanical  Engineers,  for  information  regarding  which  I  am  indebted  to 
Professor  L.  S.  Maries,  of  Harvard  University.  This  society  has  a  perma- 
nent program  committee.  There  are  also  permanent  sectional  committees, 
appointed  by  the  general  committee.  The  sectional  committees  have  control  of 
the  sectional  programs.  In  the  opinion  of  Professor  Marks,  the  system  works 
admirably. 

In  this  association,  papers  are  always  printed  in  advance.  The  advance 
printing  includes  both  the  full  paper  and  an  abstract.  The  full  papers  are  sent 
only  to  such  menders  as  ask  for  them.  The  papers  appear  later  in  the  pub- 
lished proceedings,  together  with  the  discussions.  The  discussion  of  the  papers 
is  conducted  under  a  strict  time  limit.  The  author  states  his  theses  in  five  or 
ten  minutes.  Then  written  discussions  follow,  after  which  a  general  discussion 
takes  place.  The  author  then  may  take  five  minutes  for  rebuttal.  The  author 
is  idlowed  to  expand  his  rebuttal  in  the  published  proceedings. 

In  this  association,  also,  the  system  of  volunteering  papers  is  practiced. 
Papers  are  solicited  from  certain  members,  but  all  members  are  invited  to 
volunteer.  Papers  may  be  volunteered  on  any  topic  in  which  a  member  is  in- 
terested. The  method  of  volunteering  papers  is  as  follows:  A  member  writes 
a  brief  letter,  stating  the  subject  he  would  like  to  present,  and  his  main  theses ; 
the  committee  Involved  passes  upon  this,  and  selects  the  most  promising  or 
most  suitable  volunteers;  the  members  are  then  asked  to  prepare  their  papers, 
which  the  committee  still  reserves  the  right  to  reject.  This  is  not,  in  practice, 
burdensome  to  the  conmiittees,  although  the  membership  niunbers  6000,  of 
whom  from  1000  to  9000  attend  the  annual  meeting  in  New  York.  It  would 
be  burdensome  for  a  single  officer.  One  association,  whose  secretary  controls 
the  program,  and  in  which  finished  papers  are  volunteered,  has  developed  in- 
fomaally  a  conunittee  of  men  called  on  by  the  secretary,  who  relieve  him  of 
what  would  otherwise  be  an  impossible  burdoi. 

It  seems  eminently  desirable  that  the  American  Economic  Association  should 
make  some  provision  for  volunteered  contributions.  It  is  the  clear  desire  of  the 
membership  that  this  be  done,  as  shown  above.  The  questionnaire  raised 
only  the  question  of  a  general  invitation  to  contribute  papers  on  topics  an- 
nounced by  the  program-making  authority;  the  writer  would  urge  that  topics 
suggested  by  the  volunteers  should  also  be  considered.  There  is  a  special  reason 
why  the  authority  to  regulate  this  should  be  in  the  hands  of  committees  rather 
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than  a  single  officer:  the  matter  would  then  be  handled  moirc  impersonally,  and 
disappointed  volunteers  would  be  less  likely  to  feel  personally  aggrieved. 

With  reference  to  the  proposed  sectional  meetings,  it  seems  important  to 
emphasize  one  point.  In  the  questionnaire  (question  7),  ^'sectional  meeting** 
and  ''round-table  meetins"  are  made  identical  This  need  not  be  the  Case.  A 
sectional  meeting  at  which  most  of  the  time  is  taken  up  in  the  reading  of  papers 
it  not  a  ''round-table*'  meeting.  For  a  round-table  meeting,  it  is  essential  that 
the  main  specdcers  should  be  brief,  and  that  discussion  should  be  general.  This 
can  be  accomplished  by  the  preprinting  of  papers,  after  which  a  brief  sum- 
mary of  theses  by  the  main  speaker  is  sufficient.  A  strong  preference  for  this 
is  indicated  by  the  vote.  Another  method  (which  might  be  especially  suitable 
for  the  round-table  on  theory)  would  be  to  make  an  article  or  a  chapter  (or 
chapters)  in  a  book  recently  published  the  basis  of  the  discussion.  This  plan 
also  met  substantial  approval  in  the  replies  to  the  questionnaire.  It  was  pro- 
posed for  the  round-.taDle  on  theory  at  the  1914  meeting  by  a  group  of  over 
thirty  men,  including  an  ex-president  of  the  Association,  and  was  subsequently 
endorsed  bv  a  number  of  others,  including  two  or  three  ex-presidents.  At  such 
meetings,  the  author  of  the  main  paper,  or  the  book  or  article  under  discussion, 
should,  of  course,  have  opportunity  to  conclude  the  discussion,  and  should  par- 
ticipate in  it. 

The  following  amendment  to  the  Constitution  of  the  American  Economic 
Association  is  proposed  for  consideration  by  the  Executive  Committee  and  the 
members  at  the  next  annual  meeting  of  tlie  Association: 

The  program  shall  be  arranged  by  a  committee  of  five,  consisting  of  the 
President,  the  Secretary,  and  three  members  elected  at  the  annual  business 
meetings  on  nominations  from  the  floor.  Of  the  three  elected  members  chosen  in 
the  first  year,  one  shall  serve  one  year,  one  two  years,  and  one  three  years,  and 
thereafter  elections,  one  each  year,  shall  be  for  a  term  of  three  years.  The 
nun^)er  of  years  which  each  of  the  first  three  mend^ers  shall  serve  shall  be  de- 
.termined  by  lot  after  their  election.  The  program  committee  shall  organise  a 
number  of  sections,  corresponding  to  the  major  special  interests  of  the  mem- 
bership, and  shall  appoint  committees,  with  a  permanent  or  slowly  changing 
membership,  which  shall  have  charge  of  the  programs  for  the  sectional  meet- 
ings. For  the  first  two  years  after  the  adoption  of  this  amendment,  not  less 
than  one-third  of  the  sessions  of  the  annual  meetings  shall  be  given  to  sectional 
meetings.  Thereafter,  the  general  program  committee  shall  have  power  to 
reduce  this  proportion  if  it  deems  it  desirable  to  do  so  in  the  light  of  ex- 
perience. The  general  program  committee  shall  have  power  to  create  new 
sections  and  to  abolish  old  ones;  to  reconstitute  sectional  committees;  and  to 
veto  the  plans  of  any  sectional  committee.  The  President  shall  have  power 
to  veto  any  item  in  any  program  proposed  by  any  committee. 

B.  M.  Anderson,  Jr. 
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ECONOMIC  RECONSTRUCTION:  FOREIGN  AND  DOMES- 
TIC INVESTMENTS 

Annual  Addbess  of  the  Pbesident 

John  R.  Commons 
The  University  of  Wisconsin 

The  doctrine  of  laissez  faire  had  a  practical  and  a  theoretical 
origin.  On  the  practical  side  was  the  inefficiency  and  the  autoc- 
racy of  government.  On  the  theoretical  side,  the  doctrine  of  the 
Law  of  Nature  and  the  natural  rights  of  the  individual. 

It  needed  no  proof  in  the  eighteenth  century  that  government 
was  incompetent  and  despotic.  The  fact  stood  out  in  every  at- 
tempt of  the  middle  classes  to  take  advantage  of  the  discovery 
of  America,  of  the  new  expansion  of  markets,  and  the  new  in- 
ventions of  machinery. 

Great  Britain,  by  the  accident  of  her  island  more  than  the 
theory  of  her  philosophers,  proved  that,  in  order  to  conquer  and 
settle  the  New  World,  to  expand  her  markets,  to  invent  and  use 
machinery,  government  does  most  when  it  does  least.  The  west- 
ward ho!  of  Britain's  free-booters  and  discoverers,  the  eastern 
and  westward  conquests  of  the  Plymouth,  the  London,  the  East 
India,  and  other  companies  of  "adventurers'* — in  short,  the  pri- 
vate initiative  and  private  capital  of  her  ungovemed  subjects — 
gave  to  England  a  navy  and  an  empire.  Then,  when  her  inventors 
and  manufacturers  escaped  from  the  governmental  regulation  of 
the  town  gilds  to  the  unregulated  open  country  of  Manchester 
and  Birmingham,  it  was  private  initiative  and  private  capital  that 
gave  to  England  her  wealth  and  a  world  market. 

Finally  Adam  Smith,  borrowing  from  France  the  philosophy 
of  a  benevolent  law  of  nature,  the  rule  of  Universal  Reason,  justi- 
fied in  theory  what  England  had  already  demonstrated  in  practice. 

And  so  England,  by  her  happy  experiment,  got  the  start  of 
the  rest  of  Europe  by  one  or  two  hundred  years,  but  tied  herself 
to  a  theory  of  laissez  faire  which  assumed  that  the  conditions 
would  always  hold  the  same.  The  experiment  and  its  theory  have 
brought  her,  indeed,  the  wealth  of  nations,  but  the  theory  put  her 
asleep  while  another  experiment  and  another  theory  were  shaping 
themselves  to  snatch  her  wealth  and  perpetuate  her  sleep. 

The  theory  of  the  beneficent  Law  of  Nature  started  from  the 
hypothesis  of  both  the  incompetency  and  the  autocracy  of  gov- 
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eminent.  But  now  we  see,  not  that  the  hypothesis  was  false,  but 
that  it  was  provisional.  The  most  autocratic  government  remain- 
ing over  from  the  eighteenth  and  nineteenth  centuries  of  Europe 
is  the  most  efficient. 

The  old  theory  started,  too,  with  the  assumption  that  power 
and  liberty  are  two  mutually  exclusive  and  hostile  principles  in 
the  life  of  a  nation.  Power  is  the  power  of  despotic  government, 
the  force  that  gives  sanction  to  the  personal  decrees  of  a  sov- 
ereign— ^in  short,  power  is  arbitrary  coercion.  But  liberty  is 
freedom  from  coercion.  It  is  escape  from  the  power  of  the  state 
and  refuge  in  the  benevolence  of  nature.  So,  liberty  is  conformity 
to  the  laws  of  nature ;  power  is  violation  of  nature's  law. 

But  the  new  theory  of  Grermany  starts  with  the  hypothesis  that 
the  power  of  the  state  is  not  a  violation,  but  the  ripe  fruit  and 
the  evolutionary  outcome  of  the  laws  of  nature.  Power  is  the 
rule,  not  of  reason,  but  of  will;  and  nature  is  not  reason,  as  it 
was  to  the  philosophers  of  the  eighteenth  century,  but,  to  the 
philosophers  of  the  twentieth  century,  nature  is  crsS,  and  the  high- 
est will  on  earth  is  the  will  of  the  state.  There  are,  therefore,  no 
natural  rights  of  individuals  superior  to  the  will  of  the  state,  and 
consequently  no  corresponding  duties  of  individuals,  no  morals, 
no  ethics,  no  sanctity  of  private  contracts  nor  of  international 
treaties — nothing,  indeed,  that  looks  for  its  validity  towards  any 
so-called  law  of  nature,  if  that  conflicts  with  the  highest  law  of 
nature,  which  resides  in  the  will  of  the  state. 

But  this  culmination  of  the  will  of  nature  in  the  will  of  the 
state,  with  its  absorption  of  private  will  into  political  will,  re- 
quires something  to  take  the  place  of  liberty.  Although  liberty 
finds  no  support  in  a  fictitious  natural  law  or  natural  rights,  yet 
still  the  greatest  thing  that  contributes  to  the  power  of  the  state 
is  this  very  private  initiative,  private  inventiveness,  the  energy 
of  the  individual.  Sweep  away  his  natural  rights  by  substituting 
the  will  of  the  state  for  the  reason  of  nature,  and  there  must  be 
substituted,  not  indeed  that  arbitrary  coercion  which  provoked 
laissez  faire,  but  such  a  scientific  use  of  the  power  of  the  state, 
based  on  accurate  knowledge  of  human  nature,  as  will  lead  the 
individual  to  exert  himself  to  the  utmost.  Abolish  liberty,  but 
substitute  inducement.  Ofl^er  rewards,  promotions,  distinctions, 
honors,  bonuses,  subsidies,  establish  technical  schools  and  an  edu- 
cational system  that  will  oversupply  the  market  for  brains. 
Obtain  the  maximum  output  of  human  energy  for  the  sake  of  the 
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state,  with  the  minimum  expenditure  from  the  resources  of  the 
state.  Grovem  the  people,  not  by  liberty,  but  by  psychology ;  not 
by  reason,  but  by  scientific  management;  not  by  laws  of  nature, 
but  by  inducements  to  human  nature. 

So  we  today  are  seeing  the  clash  for  control  of  the  world  be- 
tween these  two  great  experiments  and  their  two  appropriate 
theories.  On  the  one  side  is  laissez  faire,  keep  hands  off,  the  doc- 
trine that  weakens  the  power  of  the  state  to  enhance  the  liberty 
of  the  individual.  On  the  other  the  doctrine  of  power  that 
strengthens  the  state  through  scientific  and  economical  manage- 
ment of  individuals. 

Whatever  the  outcome,  today  is  a  day  of  reconstruction — re- 
construction of  theory  and  reorganization  of  practice. 

The  underlying  theory  of  all  the  political  and  social  sciences 
is  the  theory  of  value.  I  need  not  say  that  economic  theory  rests 
upon  the  laissez-faire  philosophy  of  Adam  Smith  and  the  eight- 
eenth century.  It  rests  upon  the  isolated  and  ungovemed  indi- 
vidual seeking  the  highest  net  income  for  himself.  Sociologists, 
in  recent  years,  have  done  much  towards  devising  a  social  theory 
of  value,  and  economists  have  profited  thereby.  But  there  is 
needed  also  a  political  or  juristic  theory  of  value. 

The  latter  has  already  been  rising  up  out  of  our  American 
democracy  and. the  decisions  of  the  Supreme  Court  of  the  United 
States.  In  the  decisions  establishing  the  power  of  the  state  to 
make  special  assessments  on  account  of  the  value  of  special  bene- 
fits ;  then  in  the  so-called  unit  rule  of  taxation  on  the  total  value 
of  public  utility  property;  then  in  the  quite  opposite  valuation 
of  public  utilities  for  purposes  of  rate  regulation;  in  these  and 
other  decisions  peculiar  to  our  American  system  the  Supreme 
Court  of  the  United  States  goes  back  to  a  theory  of  value  as  a 
contest  of  power  between  individuals  and  classes  in  the  community. 
A  court  of  law,  unlike  the  economist,  begins  its  theory  of  value 
from  the  standpoint  of  two  opposing  litigants,  representing  two 
opposing  classes,  with  opposing  rights  and  duties,  instead  of  an 
isolated  individual  exploiting  nature  which  is  the  state  without 
rights  or  duties.  Out  of  these  contests  of  legislatures  with  courts, 
and  of  litigants  with  litigants,  over  value  as  power  has  come,  not 
a  laissez-faire  theory  of  value  resting  on  the  psychology  of  business 
in  a  state  of  nature,  but  a  juristic  or  political  theory  of  value, 
resting  on  the  struggles  of  American  democracy  for  econdmic 
power  and  liberty  through  politics.    It  is  a  theory  whose  starting 
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points  are  the  constitution,  the  bills  of  rights,  the  clefinitions  of 
private  property,  the  sovereignty  of  the  state,  and  which  seeks 
its  standards  of  value  through  notions  of  equal  opportunity, 
equality  of  bargaining  power,  solidarity  of  interests,  and  public 
utility. 

Again,  the  American  theory  of  Udssez  faire  springs,  not  from 
the  autocracy  of  government,  but  from  its  inefficiency.  There 
was,  in  our  early  history,  no  effective  a  priori  objection  to  the 
state  undertaking  anything  that  the  people  wanted.  But  when 
the  experiments  broke  down  through  bankruptcy  the  same  people 
wrote  laissez  faire  into  the  constitutions. 

On  the  other  hand,  our  theory  of  natural  rights  has  not  been 
a  theory  of  laissez  faire.  It  appeared  in  our  Declaration  of  In- 
dependence, not  in  order  to  foreclose  anything  from  governments 
controlled  by  ourselves,  but  in  order  to  justify  our  escape  from 
the  autocratic  government  of  England.  Rather  has  our  theory 
of  natural  rights  been  a  theory  of  the  equal  right  of  anybody  to 
get  all  he  can  out  of  the  government.  It  did  not  stand  in  the 
way  of  a  high  protective  tariff,  but  rather  helped  along  a  log- 
rolling tariff. 

So  with  our  natural  resources  and  public  domain.  The  home- 
stead law  and  its  many  collateral  timber,  desert,  and  mining  acts 
were  a  conclusion  from  the  natural  right  of  anybody  to  get  any- 
thing that  belonged  to  the  government.  I  need  only  mention 
the  river  and  harbor  and  the  public  building  appropriations. 
They,  like  the  tariff,  logrolled  the  taxing  power  of  the  state.  And 
even  the  public  offices  in  federal  and  state  governments  came  to 
be  the  natural  and  equal  right  of  any  individual. 

No,  our  theory  of  natural  rights  has  not  been  a  laissez-faire 
theory  of  government,  but  a  pork-barrel  theory.  Not  a  let-alone 
theory  but  a  let's-grab  theory.  And  it  is  embedded  deep  in  our 
every  relation  to  the  government,  while  the  river  and  harbor  bills 
are  its  picturesque  outcropping. 

And  this  theory  was  roughly  suited  to  the  nineteenth  century 
of  America.  It  was  the  century  of  conquest  of  Indians  and  Mex- 
ico, of  expansion  and  occupation  westward,  of  civil  war  that 
centralized  power.  But,  unlike  the  theory  that  the  state  is  jwwer 
for  the  sake  of  more  power,  it  is  a  theory  that  the  state  is  power 
for  the  sake  of  individuals.  Unlike  the  theory  of  laissez  faire  that 
the  state  is  a  necessary  evil,  it  is  a  theory  that  the  state  is  the 
political  method  by  which  individuals  unite  to  use  the  sovereign 
power  for  their  own  purposes. 
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The  weakness  of  the  theory  is  its  immaturity  and  its  ineflSciency. 
The  pork-barrel  theory  is  not  wholly  false.  It  established  for  the 
nineteenth  century  the  truth,  as  we  .see  it  in  America,  that  the 
state  exists  for  the  sake  of  its  individuals. 

But  the  theory  is  a  half  truth.  Nature  may  endow  the  indi- 
vidual with  rights,  but  she  does  not  seem  to  burden  the  same 
individual  with  duties.  The  duties  are  imposed  on  other  persons. 
But  if  rights  proceed,  not  from  nature,  but  from  the  state,  then  the 
very  act  that  grants  a  right  imposes  an  equivalent  duty  in  con- 
templation of  it.  This  we  now  have  begun  to  recognize.  The 
equivsdent  duty  is  not  only  on  other  persons  to  respect  the  right, 
it  is  on  the  person  who  has  the  right  to  vindicate  himself. 

This  is  the  missing  half  of  the  pork-barrel  theory.  It  was  not 
missed  particularly  in  the  nineteenth  century,  when  those  who  did 
not  have  rights  of  property  could  move  west  and  get  them.  It  is 
missed  in  the  twentieth  century  when  those  who  are  short  on  rights 
are  compelled  to  make  terms  with  those  who  have  them.  And  it 
is  this  other  half  of  the  doctrine  that  has  already  begun,  in  the 
nineteenth  century,  to  force  its  way  up  and  to  offset  both  the 
natural  rights  of  the  individual  and  the  pork-barrrel  theory  of 
the  state. 

At  the  very  height  of  the  victorious  westward  sweep  of  the  doc- 
trine of  natural  rights,  the  Supreme  Court  of  the  United  States, 
in  the  "Granger*'  railroad  cases,  went  to  an  extreme  limit  in 
denying  it,  for,  according  to  that  decision,  the  property  of  indi- 
viduals affected  by  a  public  use  rests,  not  on  their  natural  rights, 
but  on  their  power  to  persuade  the  voters  at  the  elections.  Since 
that  time  almost  every  class  of  property,  in  one  direction  or  an- 
other, has  become  affected  by  a  public  use  and  the  election  returns. 

Along  with  these  decisions  have  come  those  which  established 
the  so-called  unit  rule  of  taxation.  A  public  utility  corporation 
is  no  longer  assessed  merely  on  its  physical  property,  such  as 
buildings,  lands,  and  houses,  but  on  the  capitalized  value  of  its 
total  earning  power  as  a  unit — on  the  market  value  of  its  stock 
and  bonds. 

Likewise  with  the  theory  of  assessment  for  special  benefits. 
This  peculiarly  American  doctrine  springs  from  the  instinctive 
practice  of  American  democracy.  When  a  local  government — 
a  city,  town,  or  village — constructs  a  public  improvement,  say 
a  street  or  a  highway,  the  cost  of  construction  may  be  assessed, 
not  against  all  of  the  taxpayers,  but  against  those  whose  property 
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is  especially  augmented  in  value  by  the  improvement.  The  special 
assessment,  as  pointed  out  by  T.  S.  Adams,  is  a  kind  of  excess- 
profits  tax.  It  is  a  tax  on  the  unearned  increment,  and  large 
sums  of  money  for  public  improvements  are  raised  in  this  way. 

In  every  case  of  a  public  improvement  we  see  a  contest,  or  at 
least  a  ccmtrast,  between  the  special-benefit  theory  and  the  pork- 
barrel  theory.  The  state  and  federal  governments  are  still  in 
the  pork-barrel  stage.  Rivers,  harbors,  and  public  buildings  are 
paid  for  out  of  taxes  upon  the  nation  as  a  whole,  instead  of  by 
assessments  on  the  local  real  estate  owners  who  are  benefited. 

These  three  classes  of  decisions  regarding  the  value  of  property 
have  changed  the  d^nition  of  property  itself.  Property  is  no 
longer  the  eighteenth  century  notion  of  holding  a  physical  thing 
exclusively  for  one's  own  use,  but  property  is  value ;  vidue  is  power 
over  others;  and  the  court  protects  not  necessarily  the  unregu- 
lated market  value,  but  the  reasonable  value  of  property,  against 
confiscation  by  the  voters. 

The  political  and  judicial  contests  of  the  future,  as  in  the 
recent  past,  turn  on  the  power  of  the  state  and  the  power  of 
private  property;  and  their  issue  is  the  kind  and  extent  of  state 
control  over  the  values  of  private  property.  It  is  this  issue  that 
is  forced  upon  us  more  acutely  by  the  world  war. 

In  the  westward  movement  of  our  population  during  the  eight- 
eenth and  nineteenth  centuries,  the  pioneers  and  settlers  were 
led  on,  not  mainly  by  the  expectation  of  daily  earnings,  but  by  the 
expectation  of  future  increments  of  land  value.  The  pioneers 
were  speculators.  The  same  principle  underlies  all  business.  The 
so-called  watered  stock  which  promoters  and  financiers  give  to 
themselves  and  sell  to  others  in  starting  a  business  is  their  claim 
to  the  speculative  vcdue,  which  they  expect  the  business  eventually 
to  make  good.  Without  this  speculative  element,  in  one  form 
or  another,  private  enterprise  will  not  take  hold  of  an  investment. 

But  speculation  acquired  a  new  importance  in  the  latter  part 
of  the  nineteenth  century.  During  three-quarters  of  the  century, 
as  has  often  been  pointed  out,  there  remained  free  resources  to 
the  west,  and  private  enterprise  was  busy  in  occupying  these  re- 
sources. During  the  latter  part  of  the  century  these  resources 
were  occupied  and  investors  turned  back  and  bid  against  each 
other  for  the  resources  already  occupied. 

So,  in  the  early  period,  the  increase  in  value  of  the  occupied 
resources  was  limited  by  the  opportunity  to  go  elsewhere,  and 
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consequently  the  expected  reward  to  speculation  could  not  be 
excessive.  In  the  later  period  the  increase  in  value  of  resources 
comes  to  be  limited  only  by  the  low  rates  of  interest  that  investors 
are  willing  to  accept.  The  lower  the  rate  of  interest  the  higher 
the  price  the  investor  is  wiUing  to  pay  for  the  property  that 
yields  the  interest.  In  the  early  period  speculation  served  to 
develop  new  resources.  The  nation  could  afford  the  high  excep- 
tional rewards,  for  they  added  to  the  national  wealth.  In  the 
later  period  it  served  to  force  up  the  values  of  resources  already 
owned,  and  in  so  far  does  not  add  to  the  national  wealth,  but  to 
the  power  of  owners  to  extract  a  share  from  the  national  income. 

Yet  there  remained  still  another  source  of  speculative  profits. 
It  was  the  consolidations,  under  combinations  and  trusts,  of  re- 
sources already  developed.  The  trust  financing  of  later  years 
could  afford  to  pay  high  prices  for  established  plants  and  still 
leave  a  speculative  profit,  by  reason  of  their  new  economies  and 
their  new  power  over  prices. 

But  now  this  source  of  speculation  is  also  closing.  The  former 
low  speculative  values,  with  their  expectation  of  high  profits,  are 
swallowed  up  by  high  investment  values  satisfied  with  relatively 
low  rates  of  interest.  Consequently,  within  the  past  decade  or 
two,  it  is  towards  Mexico,  Canada,  China,  Central  and  South 
America,  Africa  or  Russia,  where  the  speculative  investment  is 
low,  that  American  capital  has  begun  to  look  for  high  profits  and 
future  increases  in  the  value  of  property.  The  frontier  has  moved 
out  of  our  own  country  and  the  speculative  values  of  the  future 
are  in  the  backward  countries  of  the  earth. 

Here  the  government  again  is  brought  in.  If  these  speculative 
values  are  to  be  realized,  it  will  be  because  they  are  protected  by 
the  diplomacy  and  ultimately  by  the  military  power  of  the  state. 
If  thus  protected,  then  the  stocks  and  bonds  that  represent  the 
low  speculative  values  of  these  foreign  holdings  will  be  sold  to 
our  own  people  at  high  investment  values  based  on  the  lower  rates 
of  interest  which  investors  get  at  home.  Thus  the  vested  right 
to  military  protection  abroad  will  grow  with  what  it  feeds  upon. 

Surely,  our  government  rightly  hesitates  before  it  ventures  out 
on  this  new  frontier.  It  may  be  that  our  demand  for  the  ^^open 
door'*  will  force  us  hereafter  to  join  with  Europe  in  the  protection 
of  investments  in  backward  countries.  An  enduring  world  peace 
can  scarcdy  be  looked  for  without  both  the  open  door  and  military 
protection  for  such  investments.    And  this,  of  course,  means  op- 
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portunity  for  American  speculation  to  collect  the  savings,   the 
surplus  capital  of  Americans,  for  investment  abroad. 

Yet  our  land  differs  from  Europe.  Europe  is  both  overpopu- 
lated  and  overinvested,  compared  with  ourselves.  Grermany  could 
be  crowded  into  one  or  two  of  our  greater  states.  From  the  na- 
tional standpoint  we  need  to  keep  American  capital  at  home. 
From  the  speculative  standpoint  it  will  not  stay  at  home.  We 
may  refuse  to  protect  it  abroad,  with  the  idea  of  forcing  it  to 
stay  at  home;  but  that  will  not  suffice.  It  will  then  merdy  seek 
the  cover  of  that  flag,  or  that  alliance  of  flags,  which  comes  out 
victorious  in  the  present  war. 

This,  then,  is  the  momentous  issue  into  which  our  surplus  cap- 
ital and  our  high  investment  values  with  their  corresponding  low 
rates  of  profit  have  brought  us.  Wars  in  the  past  have  been 
fought  over  exports  of  products  and  annexations  of  territory. 
These  issues  are,  of  course,  present  in  this  war,  but,  more  im- 
portant for  the  future  is  the  issue  of  investment  in  backward 
countries,  of  lending  our  savings  to  foreigners — ^the  export  of 
capital  as  well  as  the  export  of  products. 

Yet  our  country  needs  our  surplus  capital.  We  cannot  pro- 
hibit it  from  going  abroad.  We  can  only  compete  with  the  inter- 
national speculative  financier  who  invites  it  to  go  abroad. 

And  this  <:ompetition  can  be  met  only  by  the  state  in  its  several 
divisions  of  local,  state,  and  federal  governments.  Already  the 
federal  government  has  begun  to  compete.  The  irrigation  and 
reclamation  projects,  the  subsidies  to  industrial  education — ^in 
these  cases  the  state  is  using  its  taxing  power  in  such  a  way  as 
to  divert  the  possible  savings  of  the  people  away  from  the  inter- 
national financier  and  into  the  development  of  our  own  resources. 

The  government  has  this  advantage  over  the  financier — it  can 
force  savings  to  be  diverted  by  means  of  the  taxing  power,  and 
it  can  induce  them  to  come  at  lower  rates  of  interest  on  its  own 
bonds  or  on  the  bonds  that  it  guarantees.  And  with  the  high 
values  and  consequently  high  initial  investments  now  required  it 
is  only  this  power  to  get  capital  by  taxation  or  at  low  rates  of 
interest  that  can  make  possible,  on  a  sufficiently  large  scale,  these 
internal  improvements. 

Not  only  a  far-reaching  system  of  rural  credits,  of  land  recla- 
mation, and  of  local  highways,  but  also  a  huge  extension  of  rail- 
ways, is  a  pressing  need.  It  is  estimated  that  the  railways  will 
require,  within  the  next  ten  years,  over  a  billion  dollars  a  year  id 
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new  capital.  Private  capital  will  not  invest  at  the  low  rates  of 
profit  allowed  under  government  regulation.  Rather  should  we 
say,  private  financiers  will  not  undertake  to  collect  the  needed 
capital  from  investors  unless  they  are  allowed  the  speculative 
values  of  future  unregulated  profits. 

I  need  not  enlarge  upon  the  reasons  for  which  government  has 
eliminated  speculation  in  the  railroad  business.  It  was  closely 
connected  with  the  efi^ort  to  do  away  with  discriminations.  Pri- 
vate speculation  does  not  go  where  service  is  needed  the  most,  but 
where  the  returns  are  highest.  Consequently  the  private  financier 
seeks  the  business  of  the  great  corporation  or  the  great  city ;  and 
this,  instead  of  mainly  developing  the  country,  mainly  adds  to 
the  values  already  developed. 

The  next  step  was  inevitable:  that  of  limiting  the  profits  as  a 
whole  by  regulating  the  entire  schedule  of  rates.  And  it  is  this 
that  stands  in  the  way  of  obtaining  the  one  or  more  billions  of 
capital  needed  every  year  in  order  to  catch  up  with  the  growth 
of  the  country. 

Our  experience  in  this  respect  is  not  different  from  that  of 
other  countries.  It  has  been  mainly  the  fact  that  private  finan- 
ciering could  not  get  the  capital  needed  for  the  national  neces- 
sities, whether  military  or  industrial,  that  has  forced  other 
countries  either  to  subsidize  railways,  or  to  guarantee  their  stocks 
and  bonds,  or  to  purchase  them  outright. 

One  or  another  of  these  methods  we  must  look  to  as  inevitable. 
A  general  increase  in  freight  rates  offers  no  assurance  either  that 
the  new  capital  will  be  obtained,  or,  if  obtained,  that  it  will  be 
used  where  it  is  needed  for  the  development  of  the  country. 

The  same  is  true  also  if  the  railroads  are  subsidized  or  if  in- 
terest on  the  new  capital  is  guaranteed.  The  main  object  is  to 
take  out  of  the  hands  of  the  speculative  financier  the  power  to 
decide  where  the  new  extensions  shall  be  built,  the  new  terminals 
be  provided,  the  new  rolling  stock  be  furnished.  This  is  already 
done  in  some  states  in  a  negative  way  by  giving  to  the  state  com- 
missions power  to  veto  issues  of  stocks  and  bonds,  or  to  prohibit 
duplication  of  lines.  But  it  is  not  done  in  the  positive  and  neces- 
sary way  of  ordering  new  lines  to  be  built  where  the  country  most 
needs  them.  Whether  the  state  subsidizes  or  guarantees  or  owns 
the  railroads,  it  must  be  the  government  that  decides  positively 
where  the  money  shall  be  spent. 

But  in  all  of  these  cases  of  proposed  internal  development,  the 
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pprk-barrel  theory  of  govemment  threatens  govemmental  bank- 
ruptcy by  diverting  the  benefits  of  national  taxation  and  low  rates 
of  interest  into  further  increased  values  of  local  real  estate. 

Already  certain  reclamation  projects  have  pushed  up  the  in- 
vestment values  of  land  and  burdened  the  actual  settler  with  fixed 
charges  which  drive  him  in  turn  to  demand  relief,  not  of  the  specu- 
lator who  has  benefited,  but  of  the  government  that  has  advanced 
the  capital.  In  these  reclamation  cases  there  was  no  theory  of 
value  to  guide  the  engineers  who  laid  out  the  projects.  Almost 
the  entire  increase  in  value  which  the  govemment  added  to  the 
property  went  to  the  speculative  owners  instead  of  to  the  actual 
farmers.  And  now  the  govemment  is  asked  to  forego  even  its 
low  rate  of  interest,  and  perhaps  the  principal  itself,  so  that  the 
farmer  can  make  a  living  after  having  paid  the  speculator.  The 
alternative  is  bankruptcy  for  the  farmer  or  more  taxes  for  the 
people. 

Likewise  with  the  subsidies  to  rural  highways.  In  every  state 
we  see  the  unseemly  struggle  between  localities  to  get  hold  of  this 
state  and  federal  taxing  power  which  gives  a  special  and  ]>erma- 
nent  benefit  to  local  real  estate.  Had  the  special-benefit  theory 
been  adopted,  then  the  states  and  federal  govemment  would  first 
decide  what  highways  are  needed  in  the  public  interest  and  then 
require  the  benefited  property  to  refund  the  expense,  to  the  extent 
of  the  benefit. 

More  serious  is  the  case  of  railways.  The  weightiest  objection 
to  the  govemment  ownership  of  railways  is  the  dreaded  scramble 
in  Congress  to  get  local  extensions,  terminals,  and  new  lines 
whether  needed  or  not  by  the  nation  as  a  whole.  The  imagination 
is  stunned  by  the  possibilities  of  logrolling  and  national  bank- 
ruptcy from  this  source,  if  the  govemment  owns  the  railways. 
But  with  the  doctrine  of  special  benefits,  namely,  that  the  benefited 
property  of  each  locality  and  not  the  taxes  of  the  nation  should 
be  required  to  pay  the  expenses  of  permanent  improvements,  the 
govemment  might  advance  on  a  policy  of  public  ownership  with- 
out fear  that  local  private  interests  would  logroll  the  general 
public  interest.  Indeed,  here  again,  as  in  the  case  of  govemment 
subsidies  for  rural  credit,  for  reclamation  and  for  highways,  the 
special-benefit  theory  is  a  specific  against  the  fatty  degeneracy  of 
the  pork-barrel  theory.  The  inducement  to  logroll  for  special 
benefits  is  reduced  if  those  who  get  the  benefit  are  required  to  pay 
for  it. 
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The  problem  of  getting  new  capital  for  economic  reconstruction 
after  the  war  is  the  serious  problem  thrown  upon  us  by  the  war. 
Already  the  warring  nations  have  begun  to  stagger  under  the 
load  of  debt  for  military  purposes.  The  burden  of  debt  means 
heavy  taxes.  New  sources  of  revenue  must  be  foimd.  These 
taxes  may  be  levied  in  such  a  way  as  to  burden  industry  and 
handicap  private  enterprise,  or  in  such  a  way « as  to  place  the 
burden  on  various  kinds  of  excess  profits,  imeamed  increments, 
and  special  benefits.  The  latter  tends  to  reduce  the  taxes  on  new 
capital,  going  as  far  in  some  cases  as  to  exempt  it  altogether 
from  taxation,  and  so  to  unburden  industry  and  invigorate  private 
enterprise.  This  is  the  lesson  taught  by  the  American  system 
of  special  assessments  on  account  of  special  benefits.  Capital  is 
raised  for  public  improvements,  not  by  burdening  the  investor,  but 
by  taxing  an  unearned  increment. 

But  it  is  not  only  new  sources  for  obtaining  capital  that  the 
war  has  forced  us  to  seek;  it  is  also  a  new  way  of  telling  where 
it  shall  be  invested  when  found.  Here  the  war  has  also  forced 
the  method  upon  our  attention.  It  notifies  us  that  the  doctrine 
of  laissez  faire  is  dead.  The  nation  that  killed  it  now  threatens 
to  build  world  empire  on  the  others  that  did  not  know  it  was  dead. 
In  whatever  direction  we  look,  even  in  our  own  country,  we  see 
interested  parties  arranging  its  funeral.  And  it  is  dead  just  be- 
cause it  cannot  secure  new  capital  to  be  invested  where  either 
the  nation  or  those  directly  interested  want  the  investment  to  be 
made.  If  it  is  the  foreign  export  of  products  that  we  want,  then 
the  nation  must  provide  a  merchant  marine  by  means  of  taxes 
or  subsidies.  If  it  is  the  open  door  for  foreign  investment  and 
export  of  capital  to  backward  countries  that  we  want,  then  the 
nation  must  tax  or  bond  itself  for  armies  and  navies  to  protect 
those  investments.  And  if  it  is  the  development  of  our  own  re- 
sources that  we  want,  by  means  of  highways,  railways,  rural  credit, 
reclamation,  or  industrial  education,  then  the  nation  again  must 
tax  itself  or  bond  itself  or  guarantee  private  bonds  in  order  to 
subsidize  the  needed  improvement. 

Laissez  faire  is  dead,  and  the  only  question  is,  where  shall  the 
state  employ  its  taxing  power  and  its  borrowing  power  in  order 
both  to  get  and  to  invest  the  new  capital? 

If  the  foregoing  analysis  of  American  theories  of  value,  of 
property,  and  of  sovereignty,  has  significance,  it  lies  in  this :  that 
American  democracy  and  its  Supreme  Court  have  already  given 
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an  answer,  and  the  answer  is  a  kind  of  specific  against  the  very 
evils  of  the  pork-barrel  that  drove  America  into  the  lap  of  laissez 
faire.  The  answer  is  that  the  new  capital  be  raised  by  various 
kinds  of  special  benefit  assessments  on  all  kinds  of  property  or 
income  that  are  specially  benefited  by  the  activities  of  local,  state, 
and  federal  governments;  that  taxes  be  reduced  or  discontinued 
on  those  forms  of  industry  that  are  not  specially  benefited  and 
that  therefore  must  compete  with  the  international  financier  for 
new  capital  that  can  flow  anywhere  on  the  world  market;  and, 
finally,  that  the  state  employ  its  borrowing  power,  backed  by  its 
taxing  power,  to  buy  and  operate  those  essential  and  basic  in- 
dustries, whether  highways,  railways,  mines,  forests,  or  water- 
powers,  upon  which  all  industries  depend  for  materials,  for  me- 
chanical power,  and  for  markets. 

These  may  rightly  be  said  to  be  the  lessons  both  of  the  war  and 
of  American  democracy. 

I  do  not  overlook  the  fact  which  originated  and  now  supports 
our  laissez-faire  theory,  namely,  the  incompetency  of  government 
to  administer  a  public  business.  Just  because  our  pork-barrel 
theory  encourages  individuals  and  classes  to  logroll  and  get  all 
they  can  out  of  government  without  giving  much  in  return,  it 
follows  that  they  wish  to  see  an  inefficient  government  that  cannot 
protect  itself  against  them.  But  when  we  realize  that  our  liberty 
and  property  depend  upon  a  competent  civil  service  and  an  expert 
administration  of  government,  then  we  make  sacrifices  and  pay 
attention  in  order  to  strengthen  that  administration.  Thousands 
of  our  successful  business  men,  professional  men,  and  labor  leaders, 
through  their  service  on  coimcils  of  defense  and  other  public  bodies, 
are  now  learning  both  the  vital  importance  of  public  business  and 
the  reasons  for  its  incompetency;  and  government  officials  are 
learning  that  they  cannot  administer  public  business  without  the 
assistance  of  these  same  representative  private  citizens. 

Our  inefficiency  is  a  state  of  mind,  a  pork-barrel  theory,  a 
laissez-faire  philosophy.  By  reason  of  it  we  have  built  up  great 
private  interests  whose  speculative  profits  render  them  hostile  to 
a  strong  and  efficient  government,  except  where  it  helps  th^n. 
By  a  different  state  of  mind  we  are  already  building  up  great 
public  interests  that  require  and  are  beginning  to  get  the  coopera- 
tion of  private  interests. 

But  it  is  also  objected  that  these  are  the  teachings  and  devices, 
not  of  American  democracy,  but  of  German  autocracy,  whose 
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example  we  must  avoid.  Rather  are  they  the  processes  by  which 
Grermany  is  mastering  the  world.  Grermany  is  forcing  us  to  be- 
come a  great  military  and  naval  power.  What  if  she  forces  us  to 
become  an  efficient  industrial  power? 

It  depends  on  the  purpose.  Modem  industry  is  much  alike  in 
all  coimtries  and  its  conditions  of  efficiency  are  much  the  same. 
But  the  purposes  for  which  it  is  used  may  differ.  If  our  purpose 
is  to  make  use  of  our  people  in  order  to  gain  more  power  for  the 
state  over  other  nations,  then,  as  contributing  to  that  purpose 
we  shall  raise  capital  by  taxation  and  invest  it  in  navies  and  arma- 
ments and  shall  back  up  speculative  investments  abroad.  If  our 
purpose  is  to  open  up  our  own  resources  for  future  billions  of 
surplus  capital  and  for  future  millions  of  population,  then  we 
shall  raise  capital,  also  largely  by  taxation,  but  shall  invest  it 
in  those  bcisic  industries  which  no  longer  can  be  left  to  speculation. 

Only  government  can  choose  which  of  these  purposes  shall  be 
first.  The  will  of  the  state  decides.  And  already  have  American 
democracy  and  the  Supreme  Court  begun  to  point  out  both  the 
theory  and  the  practice  by  which  the  American  government  may 
give  a  preference  to  domestic  investment  over  foreign  investment. 
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FEDERAL  TAXES  UPON  INCOME  AND  EXCESS 
PROFITS 

By  T.  S.  Adams 
Yale  University 

The  subject  allotted  to  me  is  a  large  one  and  I  have  attempted 
little  more  in  the  following  paper  than  to  state  some  of  the  larger 
problems  and  the  solutions  which  at  this  time  seem  most  promis- 
ing. It  is  necessary  to  add,  moreover,  that  I  express  only  my  own 
personal  opinions. 

I.  Nature  of  the  Excess-Profits  Tax 
The  first  American  excess-profits  tax  (of  March  8, 1917)  was  a 
moderate,  flat  tax  on  the  income  of  corporations  and  partnerships 
in  excess  of  8  per  cent  upon  actual  capital  invested ;  it  was  later 
changed  by  the  Senate  Finance  Committee  to  a  tax  on  war  profits ; 
and  finally  after  protracted  discussion  was  changed  back  to  a 
highly  graduated  tax  on  the  "supernormal'*  income  of  individuals, 
partnerships,  and  corporations.  The  excess-profits  tax  in  its 
present  form  represents  a  conscious  and  deliberate  victory  of  the 
excess-profits  principle  over  the  war-profits  principle. 

The  conviction  that  carried  the  day  for  the  excess-profits  prin- 
ciple was  the  knowledge  that,  adventitiously,  some  industries  (e.g., 
the  automobile  industry)  were  exceptionally  prosperous  just  be- 
fore the  war,  while  some  other  industries  (e.g.,  the  textile  and 
lumber  industries)  were  in  an  abnormally  depressed  condition  dur- 
ing the  "pre-war  period."  Congress  apparently  saw  no  reason 
why  the  industry  which  was  exceptionally  prosperous  just  before 
the  war  should  on  that  account  be  immime  from  taxation  during 
the  war.  Pre-war  prosperity  can  establish  no  just  ground  for 
exemption  during  the  war. 

This  was  the  principal  judgment  registered  by  the  adoption  of 
the  war  excess-profits  tax  of  October  8,  1917.  Congress  decided 
to  lay  a  special  tax  on  "supernormal"  income,  whether  the  tax- 
payer chanced  to  have  made  exceptionally  high  or  exceptionally 
low  profits  during  the  three  years  1911-18.  At  the  same  time 
Congress  decided  to  measure  normal  income  as  a  part  or  per- 
centage of  invested  capital,  and  not  as  an  average  of  past  profits. 
The  latter  decision  I  regard  as  of  secondary  importance.  In  the 
future  it  is  not  improbable  that  we  shall  employ  past  earnings  as 
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the  chief  determinant  of  invested  capital.  In  essence  there  is  little 
difference  between  an  income  and  a  capital  basis.  But  there  is  a 
vast  difference  between  a  war-prpfits  and  a  supernormal  income 
tax. 

One  important  aspect  of  this  difference  has  to  do  with  the  pos- 
sible permanence  of  the  tax.  If  we  measure  the  excess  to  be  taxed  as 
the  difference  between  income  during  the  war  and  the  income  just 
before  the  war,  the  tax  is  essentially  temporary.  The  basis  would 
become  more  illogical  with  each  passing  year  and  the  tax  would 
be  likely  to  disappear  with  the  war  which  created  it.  But  if  we 
succeed  in  determining  what  is  the  normal  income  (either  as  a 
percentage  of  the  invested  capital  or  in  any  other  way)  and  lay 
the  tax  upon  the  net  income  in  excess  of  that  normal  return,  we 
have  a  tax  that  may  permanently  endure.  .  It  represents,  as  it 
were,  the  share  of  the  state  in  the  "supernormal"  success  of  every 
business  enterprise.  It  measures  roughly  the  value  of  the 
facilities,  opportunities,  and  environment  provided  by  the  com- 
munity. 

The  excess-profits  tax  is  primarily  a  business  tax  and  its  real 
nature  can  best  be  explained  by  a  consideration  of  the  most  search- 
ing criticism  directed  against  it:  the  criticism  that  it  violates  the 
great  principle  of  ability  to  pay.  Let  me  borrow  an  illustration 
and  a  discussion  which  I  have  used  elsewhere.  Here  are  two  cor- 
porations each  with  the  same  capital  and  the  same  net  earnings, 
but  corporation  A  is  owned  by  a  large  number  of  small  investors 
(workingmen  and  mechanics,  perhaps),  while  corporation  B  is 
owned  by  a  few  millionaires.  Drastic  taxes  upon  the  profits  of  A 
and  B  will  have  very  different  effects  upon  the  two  sets  of  stock- 
holders. The  mechanics  and  workingmen  who  jointly  own  cor4 
poration  A  will  be  deprived  of  extra  war  dividends  which  they  may 
really  need  to  meet  the  increased  cost  of  living;  whereas  the 
owners  of  B  will  merely  be  deprived  of  unnecessary  luxuries  or 
the  wherewithal  to  make  new  investments.  The  challenge  or 
criticism  under  discussion  amounts  then  to  this:  that  an  income 
or  excess-profits  tax  of  any  variety  upon  a  business  unit  is  il- 
logical ;  that  its  principal  incidence  and  burden  are  upon  the  stock- 
holders ;  that  there  may  be  relatively  strong  stockholders  in  weak 
corporations  and  very  weak  stockholders  in  strong  corporations ; 
that  so  far  as  possible  we  should  avoid  the  intermediary,  the  go- 
between,  and  employ  only  the  personal  income  tax.  At  the  basis 
of  this  criticism  will  be  found  an  assimiption,  conscious  or  un- 
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conscious,  that  all  direct  taxes  are  to  be  approved  or  condemned 
according  as  they  conform  to  or  depart  from  the  ability  standard. 

But  it  is  a  shallow  interpretation  of  the  ability  principle  that 
tests  its  every  application  by  the  effect  of  the  tax  upon  the  con- 
sumer, which  surveys  the  taxpayer  only  as  one  who  clothes  his 
back  and  feeds  his  body.  There  are  many  valid  varieties  of  the 
ability  principles  and  among  them  are  those  which  survey  the 
taxpayer  in  his  capacity  of  producer,  which  recognize  the  reality 
of  a  composite  business  unit,  which  appreciate  the  truth  that  the 
state  and  community  stand  as  silent  partners  in  every  business 
enterprise. 

Most  good  business  taxes  represent  or  express  at  once  both  the 
ability  and  benefit  principles.  The  English  excess-profits  tax  repre- 
sents, according  to  the  English  courts,  the  share  of  the  state  in 
the  profits  of  private  business;  and  the  similar  American  tax  is 
designed,  I  believe,  to  achieve  the  same  purpose.  It  is  not  a  tax 
upon  the  individual,  to  be  judged  by  the  sacrifices  which  it  im- 
poses upon  him,  but  the  prior  claim  of  the  state  upon  profits 
which  public  expenditures  or  the  business  environment  maintained 
by  the  ai^ate  have  in  part  produced.  The  government's  claim  to 
part  of  the  profits,  particularly  in  time  of  war,  is  so  strong  as  to 
justify  the  statement  that  the  stockholders  have  no  claim  on  the 
profits  until  the  government  has  released  them.  When  a  special 
assessment  or  betterment  tax  is  imposed,  no  cognizance  is  taken 
of  the  individual's  ability  to  pay.  For  much  the  same  reason, 
when  an  excess-profits  tax  is  levied  upon  a  corporation  or  partner- 
ship, no  cognizance  need  be  taken  of  the  tax-paying  ability  of 
the  shareholders. 

And  yet,  business  taxes  are  not  antagonistic  to  the  ability  prin- 
ciple. They  recognize,  like  the  betterment  tax,  a  species  of 
ability  to  pay  created  by  the  activities  of  the  community  or  by  a 
"conjuncture"  maintained  by  the  state.  The  state  or  the  com- 
munity creates,  as  it  were,  the  fund  from  which  the  tax  is  taken. 
Business  cencems,  furthermore,  do  possess  an  organic  unity;  they 
are,  when  compared  with  one  another,  less  able  or  more  able  to 
pay;  the  ability  standard  does  apply  to  them  as  corporate  or 
business  entities. 

I  have  spoken  of  the  possibility  that  the  excess-profits  tax  will 
become  a  permanent  feature  of  the  federal  tax  system.  After  the 
war  there  is  likely  to  be  a  strong  agitation  for  increased  customs 
duties.    It  is  not  unlikely  at  that  time  that  the  excess-profits  tax 
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will  be  used  by  the  opponents  of  protection  as  a  financial  antidote. 
The  needed  revenues  can  be  raised — it  will  be  asserted — more 
equitably  by  direct  taxes  upon  supernormal  income  than  by  in- 
direct taxes  trenching  upon  the  necessities  of  the  poor. 

But  the  curious  fact  is,  that  if  protectionistic  doctrines  prevail, 
the  case  will  be  just  as  strong  for  the  excess-profits  ta:?.  If  the 
government  by  taxing  the  people  to  protect  American  industry 
helps  to  bring  exceptional  profits  to  particular  industries,  there 
will  afise  a  vigorous  demand  to  take  back  some  of  these  profits  for 
the  benefit  of  the  people  which  taxes  itself  to  protect  private  in- 
dustry. I  make  no  prophesies  and  express  no  settled  conclusions. 
But  next  in  importance  to  winning  this  war  is  the  maintenance  of 
a  liberal  and  democratic  financial  policy  during  the  reconstruction 
period  which  must  follow  the  war.  The  much  discussed  question 
of  bonds  versus  taxes  in  war  finance  is  not  only  less  important 
than  the  general  character  of  the  tax  system  which  is  to  follow  the 
war,  but  the  solution  of  the  bond  question  depends  upon  the  char- 
acter of  our  postbellum  tax  policy. 

It  is  sometimes  said  that  the  country  which  imposes  an  excess- 
profits  tax  after  the  war  will  so  hamper  its  business  €is  to  deny 
it  any  share  in  the  international  trade  of  the  world — in  short, 
that  it  will  place  domestic  industry  at  a  disadvantage  in  compet- 
ing with  foreign  industry. 

Whether  this  criticism  be  sound  or  unsound  depends  on  many 
factors,  among  which  must  be  included  the  relative  burden  of  all 
taxation  in  this  country  as  contrasted  with  the  similar  aggregate 
burden  in  foreign  countries ;  the  equity  and  care  with  which  this 
and  other  taxes  are  formulated  and  administered ;  most  of  all  upon 
the  truth  of  the  theory  upon  which  the  tax  rests.  It  is  asserted  that 
the  success  of  business  enterprise  depends,  in  part,  upon  the  help- 
ful cooperation  of  the  state.  This  is  either  genuine  truth  or  poli- 
tical humbug.  If  it  is  a  genuine  truth,  business  can  afford  to 
pay  for  the  assistance  rendered  by  the  state.  If  it  is  merely 
hollow  rhetoric,  American  business  enterprise  will  fall  before 
foreign  competitors  which  have  the  real  support  of  their  respec- 
tive governments. 

Moreover,  the  excess-profits  tax  may  in  the  future  serve  ap- 
preciably to  allay  hostility  to  big  business,  by  making  the  people 
a  partner  in  the  success  of  business  enterprise.  As  pointed  out 
several  years  ago  by  Henry  C.  Adams,  such  a  tax  fits  in  har- 
moniously with  the  policy  of  rate  regulation  or  price  regulation. 
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We  shall  probably  have  more  such  regulation  as  time  passes ;  and 
this  regulation  must,  in  all  probability,  be  accomplished  through 
general  rules  which,. adapted  to  less  favorably  situated  producers, 
yield  excessive  returns  to  the  more  favorably  situated  producers. 
Under  such  circumstances,  a  tax  upon  excess-profits  makes  the 
results  of  price  regulation  more  equitable  and  more  attractive. 
This  device,  moreover,  would  appear  to  promote  individualism  and 
private  industry.  Not  only  land  sites,  €is  Henry  Greorge  em- 
phasized, but  other  commercial  and  industrial  opportunities  differ 
enormously.  We  cannot  give  to  each  industry  the  same  oppor- 
tunities of  location,  proximity  to  markets,  good  shipping  facilities, 
good  credit  institutions,  and  good  government;  but  we  can  make 
the  inequalities  a  little  less  by  imposing  a  tax  upon  their  dif- 
ferential product — ^upon  excess  profits.  Conceivably  then,  the 
excess-profits  tax  may  assist  materially  to  promote  that  equality 
of  opportimity  which  is  as  necessary  to  good  business  as  to  good 
citizenship. 

Lack  of  productivity  will  probably  prove  the  gravest  weakness 
of  the  excess-profits  tax  as  a  permanent  part  of  the  tax  system. 
In  normal  years  we  cannot  expect  a  tax  upon  supernormal  profits 
to  yield  the  enormous  revenue  which  we  expect  to  derive  from 
this  source  during  the  war.  And  yet,  it  is  probable  that  even  in 
lean  years  the  tax  would  supply  a  revenue  altogether  worth  while. 
In  our  vast  country  it  seldom  or  never  happens  that  all  sections 
and  all  industries  move  together.  When  there  is  drought  or  fin- 
ancial depression  in  one  part  of  the  coimtry,  other  sections  enjoy 
abundant  crops.  Where  an  epidemic  prevails,  the  doctors  at 
least  do  a  thriving  business.  There  will  always  be  some  excess 
profits  to  tax. 

II.     Scope  a/nd  Place  of  the  Excess-Profits  Taw 

The  excess-profits  tax  covers  business  profits,  salaries  and  the 
like,  but  not  the  income  of  the  investor.  There  is  some  doubt 
about  this  interpretation  of  the  law,  but  it  is  probably  the  correct 
interpretation.  The  corporation  and  partnership  are  taxable 
upon  all  profits  from  whatever  source  derived.  But  the  individual 
is  not  taxable  upon  income  derived  from  the  mere  ownership  of 
property.  The  "gentleman  of  leisure,*^  the  man  who  happily 
"lives  upon  his  income"  escapes. 

All  this  is  logical  enough  in  one  sense.  Dividends  are  properly 
exempt  to  the  stockholder,  at  least  in  part,  and  most  other  invest- 
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ment  income,  excepting  certain  royalties  which  vary  with  prices,  is 
not  abnormally  high  at  the  present  time.  It  would,  if  subject  to 
excess-profits  tax,  escape  under  the  7-9  per  cent  deduction ;  and 
the  inclusion  of  the  principal  in  "invested  capital"  would  operate 
to  reduce  the  tax  from  other  sources.  England  explicitly  exempts 
investment  income  from  her  excess-profits  tax. 

Nevertheless,  this  exemption  of  the  investor  does  not  leave  a 
pleasant  taste  in  the  mouth.  Fart  of  the  normal  tax  upon  bond 
interest  is  usually  paid  at  the  source  and  does  not  reach  the 
investor  or  creditor  at  all.  Moreover,  the  change  in  the  income 
tax  by  which  dividends  hereafter  take  the  surtax  rates  applicable 
to  the  year  in  which  the  income  (from  which  such  dividends  are 
paid)  was  earned  by  the  corporation,  may  bring  it  to  pass  that  a 
large  part  of  the  dividends  taxed  in  1918  will  bear  the  low  peace 
rates  prevailing  in  1916.  The  investor,  moreover,  largely  escapes 
state  and  local  taxes  on  his  investipents. 

There  seems  no  reason,  then,  why  the  government  should  deal 
more  leniently  with  the  investor  than  with  the  individual  whose 
earnings  arise  from  his  personal  talent  and  ability  (which  perish 
with  him),  or  the  active  business  man  who  stakes  his  time  and 
capital  in  the  hazardous  game  of  competitive  business.  Theoret- 
ically I  believe  the  situation  requires  two  remedies.  Many  royal- 
ties, to  take  a  single  example,  depend  upon  market  prices,  so 
that  at  present  these  royalties  are  abnormally  high.  In  these  and 
similar  cases  there  is  a  supernormal  investment  income  which 
should,  if  possible,  be  subject  to  the  excess-profits  tax.  It  would 
be  superfluous,  perhaps,  to  bring  investment  income  under  the 
present  law  with  its  7-9  per  cent  deduction.  But  this  merely 
means  that  the  7-9  per  cent  deduction  is  too  inelastic  to  fit  the 
complex  facts  of  the  situation.  A  9  per  cent  deduction  is  unduly 
high  for  some  forms  of  income  and  unduly  low  for  others.  It  is 
the  old  question  of  what  constitutes  a  "fair  return,"  and  the  ex- 
cess-profits tax  will  never  be  perfect  until  the  principal  deduction 
is  adjusted  to  the  variations  of  this  "fair  return"  in  different  lines 
of  investment. 

The  other  remedy  is  a  higher  tax  upon  "earned  income."  Noth- 
ing very  complicated  should  be  attempted,  but  it  would  be  a  com- 
paratively easy  matter  to  insert  in  the  income  tax  a  differential  or 
additional  rate  upon  dividends,  interest,  royalties,  and  some  other 
forms  of  assured  income. 

Salaries  amd  earnings  from  personal  service. — The  famous  8 
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per  cent  " joker*'  clause  of  the  excess-profits  tax  was  added  by  the 
unanimous  action  of  the  Conference  Committee,  in  the  belief  that 
there  was  no  such  difference  between  business  profits  on  the  one 
hand  and  personal  earnings  on  the  other  hand  as  to  warrant  the 
heavy  taxation  of  the  one  and  the  complete  exemption  of  the 
other.  Why,  it  was  asked,  should  the  farmer  pay  excess-profits 
tax  and  the  lawyer  and  the  bank  president  be  exempt?  Per- 
sonally I  am  aware  of  no  satisfactory  answer  to  that  question. 

The  tax  obviously  should  be  laid  upon  supernormal  income 
from  personal  service.  But  what  is  a  supernormal  salary,  or  the 
supernormal  earnings  of  an  engineer?  It  might  not  be  difficult  to 
determine  this  in  the  case  of  a  middle-aged  professional  man  who 
has  reached  the  limit  of  his  earning  capacity.  But  it  would  be 
very  difficult  to  employ  any  pre-war  basis  for  the  young  profes- 
sional man  whose  salary  may  for  obvious  reasons  be  rising  rapidly 
with  the  passing  years.  Ofiliand,  I  think  of  no  better  method  for 
measuring  this  tax  than  by  the  application  of  a  graduated  rate 
to  net  income  above  a  reasonably  liberal  exemption.  This  element 
of  the  excess-profits  tax  might  easily  be  incorporated  with  the 
ordinary  additional  taxes  on  net  income.  But  on  the  whole  it  is 
preferable  to  keep  the  excess-profits  tax  on  personal  earnings 
separate.  It  makes  it  plain  that  the  excess-profits  tax  does  apply 
to  personal  earnings  as  well  as  to  business  profits. 

Business  profits, — The  preceding  discussion  of  salaries  calls 
attention  to  the  fact  that,  whereas  corporations  are  authorized  to 
deduct  the  salaries  which  they  pay  to  officers  who  are  also  stock- 
holders, partnerships  and  sole  traders  enjoy,  in  the  opinion  of 
many  authorities,  no  similar  right.  Just  what  ruling  the  Treas- 
ury Department  will  make  on  this  moot  point  it  is  impossible  now 
to  predict ;  but  if  the  Department  finds  itself  powerless  under  the 
law  to  recognize  a  reasonable  salary  allowance  in  the  case  of 
partnerships  and  sole  traders,  it  will  expose  the  latter  to  a  very 
grave  disadvantage  in  their  competition  with  concerns  organized 
as  corporations.  The  matter  is  important  because  salaries  and 
similar  incomes  are  subject  only  to  the  8  per  cent  rate. 

A  much  greater  discrimination  is  found  in  the  fact  that  the 
heavy  additional  income  taxes  do  not  apply  to  corporations.  The 
partner  or  the  sole  trader  is  compelled  to  pay  the  additional  in* 
come  tax  upon  his  entire  share  of  the  profits  whether  these  profits 
remain  in  the  business  or  not.  But  the  corporation  pays  only 
the  normal  income  tax  on  its  net  income  and  the  shareholder 
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therein  pays  upon  his  dividends  only  when  they  are  received. 
Various  devices  have  been  introduced  to  neutralize  this  inequality. 
The  normal  tax  upon  corporations  is  6  per  cent,  as  contrasted 
with  the  4  per  cent  rate  applicable  to  individuals.  The  individual 
and  the  partnership  are  given  a  specific  deduction  of  $6000  under 
the  excess-profits  tax,  whereas  the  similar  deduction  of  the  cor- 
poration is  only  $3000.  The  individual  and  the  partnership,  more- 
over, enjoy  a  more  liberal  interest  deduction  than  the  corporation. 
Finally,  an  additional  tax  of  10  per  cent  is  imposed  upon  the 
profits  of  every  corporation  remaining  undistributed  six  months 
after  the  end  of  the  business  year;  but  this  tax  does  not  apply 
to  that  portion  of  the  undistributed  net  income  which  is  actually 
retained  for  employment  in  the  reasonable  requirements  of  the 
business  or  is  invested  in  obligations  of  the  United  States  issued 
after  September  1,  1917.  It  was  frequently  stated  in  the  Senate, 
when  the  adoption  of  this  tax  was  under  discussion,  that  the  sweep- 
ing exceptions  which  it  recognizes  practically  render  it  nugatory. 

This  question  of  taxing  imdistributed  earnings  carries  us  to 
the  very  heart  of  the  difficult  subject  of  business  taxation.  The 
best  corporations  of  the  country  are  probably  our  largest  and 
most  effective  savers.  Careful  estimates  indicate  that  the  undis- 
tributed profits  of  corporations  alone  in  the  year  1917  exceed  five 
billion  dollars,  practically  all  of  which  is  reinvested  in  productive 
industry.  To  apply  to  this  fund  the  heavy  super-taxes  authorized 
in  the  general  income  tax,  would  be  a  very  serious  matter. 

But  what  is  sauce  for  the  goose  should  be  sauce  for  the  gander. 
Should  not  the  sole  trader  and  partnership  enjoy  the  same 
privilege  as  the  corporation?  Unfortunately  we  cannot  answer 
this  question  lightly  in  the  affirmative.  To  say  to  every  business 
man  that  the  income  tax  is  to  apply  only  to  amounts  withdrawn 
from  his  business  would  seriously  impair  the  productivity  of  the 
income  tax.  Moreover,  if  the  corporation,  partnership,  and  the 
active  business  man  are  to  be  taxed  only  on  the  sums  withdrawn 
for  consumption,  we  should  be  logically  compelled  to  exempt  all 
salaries  and  other  personal  income  which  is  reinvested  or  saved. 
And  we  could  not  stop  here.  Much  of  our  consumption  is  pro- 
ductive. We  could  not  consistently  exempt  profits  reinvested  in 
the  saloon  business  and  tax  the  average  citizen  upon  the  savings 
which  he  invests  in  the  education  of  his  children. 

This  is  an  old,  old  topic  with  the  economist,  and  the  answer  is 
difficult.     But  the  answer  cannot  be  that  we  should  tax  only  un- 


Digitized  by  VjOOQIC 


26  American  Economic  Association 

productive  consumption.  Fiscal  necessity — and  personally  I 
believe  logic  as  well — requires  the  taxation  of  all  profits  whether 
reinvested  or  not.  In  short,  the  undivided  profits  of  a  corporation 
should  be  taxed  at  the  rates  which  would  apply  if  such  profits  were 
distributed  to  the  shareholders.  This  would  permit  and  justify 
some  reduction  in  the  present  super-tax  rates,  except  perhaps  in 
the  case  of  unearned  income.  Along  with  this  reduction  in  rates 
should  go  a  more  scientific  and  liberal  treatment  of  some  business 
expenses,  such  as  the  interest  deduction  and  the  allowances  for 
obsolescence  and  amortization  of  war  plant  and  equipment.  Cer- 
tainly we  cannot  continue  to  put  so  large  a  premium  on  the  cor- 
porate form  of  business  enterprise. 

Nominal  capital. — ^The  treatment  of  salaries  and  other  income 
from  personal  services  under  the  excess-profits  tax  is  peculiar. 
Such  incomes  are  not  mentioned  in  the  law  eo  nomine,  and  the 
section  which  controls  them — Section  209 — applies  in  general  to 
the  case  of  any  "trade  or  business  having  no  invested  capital  or 
not  more  than  a  nominal  capital.'*  The  definition  of  invested 
capital  provided  by  the  law  is  such  that  there  is  likely  to  be,  in 
addition  to  taxpayers  deriving  their  income  from  personal  services, 
a  considerable  number  of  other  business  concerns  with  no  invested 
capital  or  not  more  than  a  nominal  invested  capital.  Concerns 
with  large  intangible  assets,  those  whose  tan^ble  property  has 
greatly  appreciated  in  value  since  the  original  investment,  and  in 
general  all  concerns  whose  invested  capital  is  reduced  to  a  nominal 
amount  by  the  restrictive  clauses  of  the  capital  definition,  may  be 
brought  under  Section  209  and  be  thus  entitled  to  the  8  per  cent 
rate. 

This  is  out  of  the  frying  pan  into — comparative  inmiunity. 
The  8  per  cent  rate  is  fairly  satisfactory  for  personal  earnings, 
but  is  too  low  for  concerns  whose  profits  are  derived  largely  from 
unrecognized  intangibles.  The  easiest  remedy  would  be  to  restrict 
Section  209  to  salaries  and  other  income  from  personal  service, 
and  to  place  concerns  whose  invested  capital  is  reduced  to  a 
nominal  amount  through  the  operation  of  the  restrictive  clauses 
of  the  capital  definition  under  Section  210. 

III.     Definition  of  Invested  Capital 

The  foundation  of  the  whole  law  is  the  famous  or  infamous  de- 
finition of  invested  capital. 

The  usual  and  most  searching  criticism  of  this  definition  starts 


Digitized  by  VjOOQIC 


Taxes  Upon  Income  and  Excess  Profits  27 

with  the  assertion  that  the  invested  capital  rests  upon  the  original 
investment.  The  original  investment,  it  is  asserted,  has  no  mean- 
ing in  the  case  of  mature  corporations  and  partnerships.  It 
changes  ceaselessly.  Tangible  property  appreciates  and  de- 
preciates; intangible  assets  are  constantly  developing  or  con- 
stantly wasting  away.  Whether  a  given  concern  shall  obtain 
recognition  of  its  intangible  assets — so  the  criticism  runs — depends 
largely  upon  the  character  of  its  accounting ;  upon  the  fortuitous 
fact  that  a  reorganization  has  or  has  not  taken  place ;  or  upon  the 
manner  in  which  the  reorganization  may  have  been  effected.  The 
capital  definition  penalizes  the  sole  trader  and  the  partnership,  it 
is  charged,  as  compared  with  the  corporation;  it  penalizes  the 
small  corporation  as  compared  with  the  large  corporation,  and  the 
conservative  corporation  as  opposed  to  the  stock-watered  type, 
which  the  promoter  has  made  odious. 

This  criticism  is  exaggerated.  "Invested  capital*'  recognizes, 
it  must  be  remembered,  paid-in  surplus  as  well  as  earned  surplus 
and  undivided  profits.  Much  can  be  done  with  this  clause  relating 
to  surplus  and  undivided  profits.  A  considerable  proportion  of 
American  corporations  have  been  deliberately  under-capitalized. 
It  will  be  possible  under  the  law  in  many  cases  to  rectify  this 
under-capitalization.  Where  assets  of  great  value,  for  instance, 
have  been  paid  in  for  a  nominal  amount  of  capital  stock,  the  un- 
recorded residue  can  in  many  instances  be  recognized  as  paid-in 
surplus.  Again  where  ultra-conservative  accounting  has  led  to 
over-depreciation  or  to  the  charging  of  capital  assets  as  current 
expense,  it  is  possible  to  recognize  the  facts  of  the  situation  by 
reconstructing  the  surplus  and  undivided  profits  accounts.  In 
other  words  the  definition  of  invested  capital  is  simply  not  open  to 
some  of  the  cruder  and  more  thoughtless  criticisms  which  have 
been  directed  against  it.  In  a  large  majority  of  cases — I  should 
guess  not  less  than  70  per  cent — ^the  book  value  of  the  capital 
represents  the  fair  value  of  the  capital,  and  this  amount  will  be 
recognized  as  "invested  capital"  under  the  law. 

But  it  is  difficult  to  see  how  under  Section  207,  which  defines 
invested  capital,  anything  can  be  done  where  the  true  capital  as  it 
exists  today  is  seriously  above  the  statutory  "invested  capital," 
either  by  reason  of  great  appreciation  in  value  or  by  reason  of  the 
upbuilding  of  intangible  assets  of  great  value  through  expend- 
itures for  advertising  and  the  like.  The  recognition  of  apprecia- 
tion before  it  is  realized  by  sale,  appears  to  be  discountenanced  by 
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our  higher  courts,  although  there  is  one  recent  decision  to  the 
contrary.  And  it  appears  to  be  administratively  impossible  to 
permit  taxpayers  to  build  up  intangible  assets  from  the  specific 
expenditures  for  advertising  and  the  like  which  they  have  made 
in  the  past.  Nobody  can  tell  with  certainty  in  the  ordinary  case 
whether  such  expenditures  have  been  made  for  maintenance  or  for 
capital  development ;  and  as  often  as  not  good  will,  brands,  trade- 
marks, and  the  like  are  built  up  or  developed  by  good  workman- 
ship and  the  scrupulous  maintenance  of  quality.  The  recon- 
struction of  capital  accounts,  so  far  as  most  intangibles  are  con- 
cerned, is  too  problematical,  in  all  probability,  to  receive  ad- 
ministrative sanction. 

Yet  to  deny  all  recognition  to  such  intangible  assets  would 
create  grave  inequalities  and  cause  many  glaring  instances  of  the 
"unlike  treatment  of  like  situations.**  Corporation  A  will  re- 
ceive recognition  of  its  appreciation  and  intangibles  because  it 
happened  to  reorganize  a  few  years  ago.  Corporation  B  will 
be  unable  to  include  its  appreciated  or  intangible  assets  because 
it  has  never  gone  through  the  formal  process  of  reorganization 
and  has  handled  its  accounts  conservatively.  Not  to  provide  for 
cases  of  this  kind  would  be  gratuitous  neglect. 

It  is  sometimes  stated  that  appreciation  should  not  be  recog- 
nized because  it  has  not  been  subjected,  as  a  gain,  to  income  tax ; 
and  that  built-up  intangibles  deserve  no  place  bacause  the  cor- 
responding developmental  expenditures  have  been  charged  to  cur- 
rent expense.  The  answer  would  seem  to  be  that  the  appreciation 
may  have  taken  place,  and  the  intangibles  may  have  been  developed, 
long  before  income  taxation  of  any  kind  was  introduced  into  the 
federal  scheme  of  taxation.  Moreover,  in  the  early  years  of  the 
corporation  excise  income  tax,  appreciation  was  taxed  when  re- 
cognized in  the  accounts  of  the  corporation. 

The  best  remedy  for  this  and  similar  cases  of  inequality  would 
be  the  creation  of  some  agency  charged  with  the  general  power 
and  duty  of  equalization.  The  English  law,  after  specifying  cer- 
tain exceptional  cases  entitled  to  separate  treatment  on  their  re- 
spective merits,  authorizes  the  apointment  of  a  board  of  referees 
with  power  to  "increase  the  statutory  percentage  or  alter  the 
percentage  standard  for  the  class  of  trade  or  business  the  sub- 
ject of  the  order,  or  alter  the  pre-war  standard  or  percentage,  as 
the  case  requires."  It  is  hardly  too  much  to  say  that,  under  the 
English  law,  the  Commissioners  of  Inland  Revenue  together  with 
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the  Board  of  Referees  may  practically  adapt  the  law  to  the 
exigencies  of  any  special  case.  This  is  the  safety  valve  of  the 
great  English  law.  Probably  we  could  not  invest  an  administra- 
tive board  with  so  much  discretion  in  this  coimtry.  But  there  is 
ample  legislative  precedent  for  the  creation  of  a  federal  board  of 
equalization  endowed  with  powers  to  relieve  marked  inequalities. 

These  well  recognized  cases  of  inequality  could,  if  necessary, 
be  dealt  with  imder  the  provisions  of  Section  SIO.  This  section 
as  it  now  stands  is  curiously  defective;  but  it  was  meant  almost 
certainly  to  empower  the  Secretary  of  the  Treasury  to  work  back 
from  the  income  of  the  corporation  in  doubtful  cases  and  assess  a 
tax  (to  state  it  roughly)  which  should  bear  the  same  relation  to 
the  net  income  of  the  particular  taxpayer  as  the  average  tax  as- 
sessed (in  the  ordinary  way)  upon  representative  corporations  in 
the  same  business  bears  to  the  average  net  income  of  such  repre- 
sentative corporations.  This  is  a  rough  and  ready  method  of 
equalization — ^but  it  is  better  than  no  method.  At  present  the  sec- 
tion is  not  only  incomplete,  but  it  applies  only  to  cases  in  which 
the  Secretary  of  the  Treasury  is  unable  satisfactorily  to  determine 
the  invested  capital.  It  should  be  perfected  and  if  possible  ex- 
tended to  permit  the  correction  of  specified  cases  of  inequality. 
It  might  by  a  few  mandatory  words  be  made  the  most  important 
section  of  the  law — a  corrective  and  equalizer  which  would  go  far 
to  remedy  most  of  the  evil  possibilities  inherent  in  the  law  as  it 
now  stands. 

In  the  last  analysis,  however,  we  inevitably  come  back  to  the 
primary  question.  Can  capital  with  all  its  uncertainties,  its  de- 
pendence upon  the  proper  distinction  between  current  expense  and 
capital  outlays,  its  sensitive  reactions  to  depreciation  and  appre- 
ciation, its  varying  productivity  according  as  it  is  used  with  ef- 
fective or  ineffective  brains  and  man  power — can  such  a  thing 
serve  as  the  sure  foundation  for  what  is  expected  to  be  the  most 
important  tax  ever  levied  by  the  federal  government?  Are  we 
building  upon  rock  or  upon  the  shifting  sands? 

This  is  the  much  mooted  question  of  the  capital  versus  the  pre- 
war profits  standard.  In  attempting  to  answer  it  we  must  first  of 
all  remember  that  under  any  system  we  are  forced  to  use  the 
capital  basis  (a)  in  the  case  of  business  concerns  organized  since 
the  outbreak  of  war,  (b)  in  the  case  of  many  industries  which  were 
in  a  confessedly  abnormal  condition  during  the  pre-war  period, 
and  (c)  in  the  case  of  all  industries  so  far  as  capital  additions 
made  since  the  beginning  of  the  war  are  concerned. 
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Passing  to  more  fundamental  considerations,  the  controlling 
factor  is  found  in  the  purpose  of  the  excess-profits  tax.  Its  es- 
sential purpose  is  to  lay  a  graduated  course  upon  supernormal 
earnings;  and  its  fundamental  problem  is  to  determine  the  fair 
return  upon  actual  investment,  ignoring  war  aberrations.  The 
"fair  return"  we  know,  or  can  ascertain  without  insuperable  dif- 
ficulty from  the  data  already  accumulated  in  the  archives  of  the 
Bureau  of  Internal  Revenue.  The  "actual  investment'*  must  be 
determined  in  a  variety  of  ways. 

Every  appraiser  knows  that  in  some  cases  it  is  easier  to  work 
back  to  capital  values  from  past  earnings,  than  to  compute  such 
values  directly  from  market  prices.  In  such  cases  full  use  should 
be  made  of  past  income.  Here  is  the  true  place  and  service  for 
"pre-war  profits."  In  other  cases  capital  values  are  only  re- 
motely connected  with  the  past  earnings  of  the  business  concern 
in  question.  Here  we  should  ignore  "pre-war  profits."  In  general, 
however,  full  use  should  be  made  of  the  convenient  fact  that  in 
the  average  case  capital  is  the  summary  expression  of  normal 
earnings — ^normal  earnings  caught  and  fixed  in  an  instantaneous 
photograph  of  what  otherwise  would  have  to  be  portrayed  on  a 
long  and  intricate  reel  of  historical  film.  Capital — the  actual 
capital  that  we  want  for  excess-profits  taxation — ^is  normal  earn- 
ings capitalized. 

Obviously  it  must  be  a  real  invested  capital  however,  not  the 
conventional  thing  recorded  in  many  books  of  account,  but  an 
invested  capital  which  submits  itself  to  the  facts  of  growth  and 
decay.  The  great  difficulty  is  to  start  right.  If  we  can  but  make 
a  correct  start,  proper  accounting,  stimulated  and  controlled  as 
it  is  by  the  income  tax,  will  in  the  future  make  the  tax  easier  to 
administer  with  each  passing  year. 

IV.     The  Income  Tax 

The  income  tax  is  so  old  a  subject  with  economists  that  I  shall 
touch  only  upon  some  of  the  changes  which  have  been  made  in 
the  new  War  Revenue  Act. 

1.  Many  of  these  changes  represent  improvements  often  rec- 
ommended by  members  of  this  Association.  The  tax  has  been 
made  more  democratic  and  more  wholesome  by  reducing  the  ex- 
emptions. Deductions  for  children  and  dependents  have  been 
authorized.  The  system  of  collection  at  source  has  been  almost 
entirely  replaced  by  a  system  of  information  at  source.     Income 
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taxes  paid  in  one  year  can  no  longer  be  deducted  as  expenses  of 
the  next  year;  and  the  tax  is  given  a  new  status  as  the  govern- 
ment's  share  in  the  earnings  of  capital  and  labor.  Our  new  bonds 
and  treasury  certificates  have  been  subjected  to  surtaxes  and 
excess-profits  taxes ;  while  interest  upon  indebtedness  incurred  for 
the  purchase  of  tax-free  securities  can  no  longer  be  deducted. 

These  modifications  represent  decided  improvements.  Other 
changes  are  of  more  doubtful  character.  A  specific  prohibition 
of  contracting-out  (i.e.9  the  adoption  of  covenants  by  which  the 
debtor  undertakes  to  pay  all  taxes  paid  at  source  upon  the  debt 
or  the  interest  thereon)  contained  in  the  Senate  bill  was  stricken 
out  by  the  Conference  Committee,  thus  providing  official  sanction 
for  a  practice  which  most  foreign  lawB  forbid.  Worst  of  all,  a 
new  method  of  taxing  dividends  has  been  introduced,  which  pro- 
vides in  brief  that  ^^any  distribution  made  to  the  shareholders 
•  .  .  of  a  corporation  .  .  .  shall  be  deemed  to  have  been  made 
from  the  most  recently  accumulated  undivided  profits  or  surplus, 
and  shall  constitute  a  part  of  the  annual  income  of  the  distributee 
for  the  year  in  which  received,  and  shall  be  taxed  to  the  distributee 
at  the  rates  prescribed  by  law  for  the  years  in  which  such  profits 
or  surplus  were  accumulated  by  the  corporation.  .  .  ." 

This  new  method  of  taxing  dividends  will  entail  much  ad- 
ministrative trouble  and  expense,  and  will  eventually  give  rise 
to  insoluble  administrative  problems.  The  tax  rates  prescribed 
by  law  for  any  particular  year  have  no  meaning  except  as  ap- 
plicable to  individuals  with  net  incomes  of  specified  amounts. 
This  is  necessarily  true  of  a  graduated  income  tax.  In  time 
dividends  will  be  paid  out  of  earnings  of  1917  to  shareholders  who 
were  not  alive  in  that  year.  Many  of  the  dividends  paid  this 
year  and  taxed  in  1918  will  take  the  low  1916  rates.  In  the  future 
when  the  practical  unworkability  of  this  provision  is  demonstrated 
it  is  likely  that  the  whole  scheme  will  be  repealed.  Its  net  effect, 
therefore,  will  be  to  shield  from  the  high  war  rates,  temporarily  at 
least,  many  investors  whose  incomes  consist  principally  of  di- 
vidends. This  leniency  towards  the  investor  was  probably  not 
the  result  of  legislative  premeditation,  but — taken  in  connection 
with  the  failure  of  the  excess-profits  tax  to  reach  investors — ^it 
will  probably  hasten  the  introduction  of  a  surtax  on  "unearned 
income." 

2.  Unfortunately  also,  the  law  still  suffers  from  a  number  of 
blemishes  which,  entering  into  both  excess-profits  and  income  taxes 
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at  the  high  war  rates,  can  no  longer  be  regarded  as  merely  minor 
defects,  (a)  Thus  the  corporation  is  denied  a  full  deduction  for 
the  interest  which  it  pays  under  certain  circumstances,  although 
the  recipient  of  the  interest  is  taxable,  and  in  the  excess-profits  tax 
all  borrowed  money  is  excluded  from  the  invested  capital  which 
determines  the  deduction.  The  result  may  be  complete  confisca- 
tion of  the  net  profits  of  a  few  heavily  indebted  corporations, 
(b)  Similarly,  the  individual  is  denied  a  complete  deduction  for 
losses  sustained  in  collateral  transactions  outside  of  his  business. 
His  profits  from  all  sources  are  taxed,  but  his  losses  are  allowed 
only  when  he  has  collateral  gains  from  which  to  deduct  them.  So 
far  as  the  excess-profits  tax  is  concerned,  the  law  probably  admits 
of  administrative  correction  at  this  point,  (c)  Most  important  of 
all,  the  law  provides  no  specific  deduction  for  obsolescence,^  and 
by  its  language  plainly  debars  any  recognition  of  the  amortization 
of  war  plant  and  equipment. 

The  failure  of  the  law  to  recognize  such  amortization  is  a  very 
serious  matter  at  the  present  time.  The  government  is  asking 
manufacturers  in  many  different  lines  to  erect  new  plant  which 
will  not  be  needed  after  the  war.  The  manufacturers  insist  upon 
a  large  amortization  allowance  before  they  will  undertake  the 
work.  Yet  the  Treasury  Department  cannot  recognize  this 
amortization,  because  of  the  plain  language  and  intent  of  the  law. 
War  work  is  thus  being  delayed  by  imperfect  tax  laws.  There 
is  an  important  lesson  here  for  those  who  advocate  the  financing 
of  war  by  taxes  rather  than  by  loans :  the  lesson  that  their  policy 
depends  for  its  soundness  upon  infinite  care  in  the  enactment  and 
administration  of  tax  laws.  Surveying  taxpayers  as  consumers 
only,  I  believe  in  the  conscription  of  wealth — ^most  people  do. 
But  taxpayers  are  producers  as  well  as  consumers,  and  taxes 
repress  production  as  well  as  consumption.  Unfortunately  also* 
taxes  frequently  repress  when  we  do  not  want  repression  and  in 
other  instances  fail  to  repress  when  repression  would  lead  to  a 
welcome  reduction  in  the  production  and  consumption  of  non- 
essentials. 

y.     Some  Dicta  and  Conclusions 
1.    Taxation  has  three  principal  purposes  or  results:  to  raise 
revenue,  to  distribute  equitably  the  costs  of  government,  and  to 

1  Depreciation  is  not  mentioned  eo  nonUne  in  the  statute,  but  must  be  read 
into  ''a  reasonable  allowance  for  the  exhaustion,  wear  and  tear  of  property 
arising  out  of  its  use  or  employment  in  the  business  or  trade.** 
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repress  production  and  consumption.  As  soon  as  tax  rates  be- 
come high,  these  three  purposes  are  seen  to  be  ahnost  hopelessly 
conflicting.  If  you  desire  large  revenue  you  cannot  indulge  in 
much  repression ;  if  you  desire  much  repression  you  must  agree  to 
accept  less  revenue ;  and  whether  you  desire  much  revenue  or  much 
repression  you  must  rest  content  with  a  modicum  of  equity. 

2.  As  an  instrument  of  repression  the  tax  is  a  poor  tool.  It  is 
not  wholly  ineflFective — ^you  can  kill  a  man  with  a  dull  axe.  But 
taxation  seldom  does  repressive  work  neatly  or  exactly.  The 
excess-profits  tax — or  the  shadow  which  it  casts  before — is  now 
restraining  some  industries  which  need  expansion,  while  it  fails 
ignominiously  to  repress  other  industries  whose  labor  and  capital 
are  solely  needed  for  war  work. 

8.  So  clumsy  is  the  tax  as  an  instrument  of  repression  that  a 
strong  presumption  is  created  in  favor  of  direct  methods,  when 
repression  is  desired.  If  we  wish  seriously  to  discourage  waste, 
food  control,  rationing,  regulation  of  restaurants,  and  the  like 
are  better  means  than  taxation.  If  we  seriously  desire  to  repress 
nonessential  industries,  priority,  restriction  of  credit,  the  com- 
mandeering of  labor  and  raw  material  ofFer  better  means  of  ac- 
complishing the  desired  end  than  any  measure  of  taxation  short  of 
a  prohibitive  tax  designed  to  kill  outright.  Taxes  may  be  used 
legitimately  for  repression;  but  they  must  be  used  with  caution, 
and  when  a  practical  choice  is  open  it  is  almost  always  better  to 
select  the  direct  method. 

4.  At  the  moment  we  do  need  priority — drastic  priority;  but 
we  do  not  need  more  taxes  or  the  talk  of  more  taxes.  Before  we 
had  either  a  war  or  an  income  tax  we  talked  about  the  beautiful 
expansibility  of  the  income  tax,  the  readiness  with  which  it  would 
respond  to  the  financial  exigencies  of  the  hour.  War  came  and 
we  had  an  income  tax ;  but  instead  of  expanding  It  we  talked  the 
maximum  rate  up  to  67  per  cent  and  delayed  the  collection  of  the 
tax  until  June  16,  1918.  (Sixty-seven  per  cent  rates  with  the 
bond  houses  clamoring  to  sell  tax-free  securities  is  rather  incon- 
sistent.) Less  extreme  rates  with  quicker  collection  would  be  a 
wiser  program. 

6.  The  future  may  bring  a  pressing  need  for  heavier  taxation. 
If  so  let  us  forget  our  superstitious  dread  of  ^^retroactive  ad- 
ditions" to  the  income  tax,  introduce  a  system  of  installment  pay- 
ments, shorten  the  Interval  between  voting  the  tax  and  collecting 
it,  and  adjust  ourselves  to  the  necessity  of  greater  discrimination 
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in  the  selection  of  the  subjects  and  objects  of  taxation.  The 
personal  income  tax  should  be  increased  in  its  middle  reaches, 
i.e.,  rates  should  be  increased  upon  incomes,  say  from  $10,000  to 
$200,000  a  year.  With  respect  to  excise  and  other  taxes  laid 
upon  business,  we  must  classify  and  select  with  infinitely  greater 
care,  in  the  future,  the  industries  and  lines  of  consimiption  which 
we  wish  to  restrict.  Even  then  we  shall  hit  some  heads  which  we 
would  fain  spare;  and  to  soften  the  blow  we  shall  be  forced  to 
finance  private  industries  to  a  degree  never  before  anticipated. 

6.  There  has  existed  among  the  economists  a  wholesome  prej- 
udice in  favor  of  taxes  rather  than  loans  as  a  method  of  war 
financiering.  Last  year  at  a  most  opportune  time  vigorous  ex- 
pression was  given  to  this  conviction,  with  practical  results  which 
I  cannot  but  consider  as  in  the  main  salutary.  We  did  not  achieve 
the  actual  adoption  of  a  "fifty-fifty  program"  for  the  first  year 
of  the  war,  but  we  did  secure  a  war-revenue  bill  estimated  to 
yield  two  and  a  half  billion,  of  which,  according  to  my  rough  esti- 
mates, 74  per  cent  will  come  from  taxes  upon  wealth  and  ability, 
15  per  cent  from  taxes  on  luxuries  or  nonessentials,  and  only  11 
per  cent  from  taxes  on  essential  processes  and  production. 

This  represents,  I  believe,  a  great  victory  for  sound  economics. 
We  have  not  only  levied  taxes  but  they  are  for  the  most  part 
liberal  and  democratic  taxes.  By  and  large,  the  result  is  so  good 
that  we  must  be  careful  not  to  undo  it.  As  regards  taxes,  what 
happens  this  year  or  next  is,  compared  with  the  long  decades  of 
peace  which  He  before  us,  comparatively  unimportant.  During 
the  Civil  War  the  income  tax  was  maltreated,  with  the  result  that 
it  was  soon  repealed  and  lay  unusued  for  nearly  forty  years.  That 
episode  should  serve  as  a  warning.  We  ought  for  the  sake  of  the 
long  future  (of  which  we  academic  men  are  the  particular  guar- 
dians) to  refrain  from  advocating  taxes  extreme  enough  to  in- 
duce reaction.  What  we  need  is  not  so  much  more  taxes  as  good 
taxes. 

Our  presumption  in  favor  of  tax  financiering  is  largely  derived, 
I  believe,  from  Civil  War  experience.  But  at  that  time  the  na- 
tional credit  was  shaky,  we  hoped  to  obtain  much  money  and  many 
supplies  from  abroad,  our  banking  system  was  insecure,  and  pre- 
vailing methods  of  taxation  threw  the  great  burden  of  carrying 
and  extinguishing  public  debts  upon  the  common  people. 

Every  feature  of  that  situation  is  different  today.  We  can 
hope  for  neither  goods  nor  money  from  abroad ;  the  national  credSt 
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is  at  par ;  we  have  a  modem  banking  system ;  and  our  tax  system 
throws  the  main  burden  upon  the  rich.  Our  vital  problems  during 
the  Civil  War  were  to  protect  the  public  credit  and  shield  the  poor 
from  postbellimi  taxation.  We  do  not  need  more  taxes  today 
merely  to  protect  the  public  credit;  and,  so  far  as  the  poor  are 
concerned,  the  most  momentous  problem  before  us  it  to  make  the 
adopted  system  of  taxation  according  to  ability  such  a  striking 
success  that  it  will  inevitably  be  continued  after  the  war.  Time 
was — to  exaggerate  a  little — when  the  rich  bought  bonds  and  the 
poor  paid  the  taxes.  The  time  may  not  be  far  off  when  the  poor 
will  buy  the  bonds  and  the  rich  pay  the  taxes  necessary  to  carry 
and    extinguish  them. 

The  question  of  inflation  still  remains.  Personally  I  do  not 
doubt  that  loans  produce  more  inflation  than  taxes.  Notwith- 
standing that  fact,  we  shall  finance  this  war  mainly  by  loans  and 
we  shall  continue  to  finance  our  great  wars  mainly  by  loans,  until 
more  nearly  perfect  tax  laws  have  been  devised,  because  the  neces- 
sity for  loans  varies  with  and  arises  from  the  imperfections  of  tax 
laws.  Good  taxes  may  help,  but  mere  taxes  cannot  cure,  the  evils 
of  inflation.  The  real  remedy  for  those  evils  is  the  direct  remedy ; 
sound  banking  methods. 
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DISCUSSION 

E.M.  Patterson. — In  discussing  this  topic  three  assumptions  maj 
be  made.  Firsts  the  war  will  in  all  probability  be  a  long  one^  extend- 
ing over  several  years.  If  by  any  chance  this  is  wrong  we  may  at 
least  be  certain  that  we  should  prepare  for  an  extended  struggle.  By 
so  doing  we  shall  not  prolong  the  conflict^  but  shall  probably  shorten 
it.  Second^  the  costs  are  likely  to  be  greater  than  present  estimates, 
instead  of  less,  and  to  increase  as  time  passes.  This  has  been  true 
in  other  countries  and  will  doubtless  hold  with  us.  We  may  not  spend 
this  year  all  of  the  nearly  $19,000,000,000  appropriated,  but  actual 
expenditures  in  successive  years  will  increase.^  Third,  the  money  we 
need  must  be  raised  within  the  United  States.  Our  allies  may  have 
borrowed  and  may  continue  to  borrow  outside  their  own  borders, 
but  no  such  resources  are  open  to  us. 

These  facts  are  clear  and  are  staggering  in  themselves.  Yet  they 
must  be  supplemented  by  other  considerations  almost  as  important. 
Comparisons  with  other  wars,  such  as  the  Napoleonic,  are  often  made 
and  for  some  purposes  are  most  valuable,  but  certain  changes  have 
come  over  our  economic  life  during  the  last  one  hundred  years.  This 
war  is  more  violent,  more  extensive,  and  more  destructive  than  any 
that  have  preceded  it  and  is  being  waged  in  a  world  unlike  that  of  the 
previous  century.  Two  changes  only  will  serve  as  illustrations.  One 
is  the  fact  of  large-scale  business  organization.  Hundreds  of  millions 
of  invested  capital  and  tens  of  thousands  of  employees  are  frequent 
But  large  capital  investments  mean  overhead  expenses  that  are  huge 
both  absolutely  and  as  compared  with  total  expenditures.  Under  these 
conditions,  competition  means  inevitable  disaster;  and  with  or  without 
legal  approval  it  tends  to  disappear.  We  may  not  desire  it,  may  even 
protest  against  it,  but  the  fact  remains.  In  times  of  peace  this  fur- 
nishes numerous  and  difficult  problems  which  in  time  of  war  are  ag- 
gravated and  supplemented  with  others.  In  peace  our  chief  concern 
is  over  the  dangers  of  monopoly  control.  Now  these  dangers  are 
intensified  and  to  them  are  added  the  difficulties  brought  on  by  a 
rapidly  altered  demand.  War  needs  increase  the  power  of  a  monopoly 
controlling  necessities.  At  the  same  time,  they  make  precarious  the 
situation  of  those  large  industries  which  manufacture  or  deal  in  non- 

1  Since  this  was  first  written,  it  is  reported  from  Washington  that  appropria- 
tions  by  Congress  for  the  next  fiscal  year  may  exceed  $35,000,000,000.  This 
may  be  inaccurate  but  is  in  line  with  the  opinion  expressed  above. 
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essentials.  With  a  decreased  demand  for  their  services  they  face 
losses  that  are  all  the  heavier  becanse  their  investments  in  fixed  and 
often  highly  specialized  capital  are  so  heavy.  Any  influence  pro- 
ducing instability  in  such  an  organization  and  under  such  conditions 
means  widespread  havoc.  An  ill-conceived  tax  plan  has  always  been 
serious^  but  now  its  possibilities  for  harm  to  employees^  to  investors^ 
and  to  the  general  public  are  multiplied  enormously. 

A  second  significant  change  is  the  large  number  of  industries  which 
we  now  class  as  public  utilities  and  whose  selling  prices  we  control 
through  state  and  federal  commissions.  Transportation^  express^  elec- 
tricity^ gas^  and  other  commodities  and  services  are  only  a  few  of  a 
list  to  which  war  is  rapidly  making  numerous  additions.  Control  of 
the  selling  prices  of  these  products  without  control  over  their  costs 
might  quickly  bring  disaster.  A  financial  policy  that  encourages  or 
permits  inflation  is  especially  serious  to  such  companies.  Some  of 
them  are^  of  course^  overcapitalized  and  many  of  their  burdens  ought 
never  to  have  been  assumed^  but  correction  of  these  mistakes  is  a  slow 
and  painful  process.  In  the  meantime  their  financial  obligations 
must  be  met  or  bankruptcy  ensues.  No  matter  whose  the  blame^  the 
situation  calls  for  careful  treatment  A  rapidly  rising  price  level 
means  that  these  utilities  must  pay  more  for  labor  and  materials. 
Some  of  them^  prior  to  actual  need^  will  ask  for  permission  to  increase 
rates^  but  if  inflation  continues  the  need  will  become  real  and  relief 
must  be  granted.  The  demand  for  a  fiscal  policy  that  will  prevent 
inflation  is  greater  than  ever  before  in  history. 

These  two  changes  merely  suggest  the  extent  to  which  our  economic 
life  has  been  altered  and  indicate  the  intricacy  of  our  business  or- 
ganization. There  may  be  added  the  significant  fact  that  in  this 
organization  emphasis  is  placed  on  the  importance  of  individualism 
and  on  pecuniary  gain  as  the  dominant  motive.  In  the  stress  of 
world  conflict  we  are  endeavoring  suddenly  to  shift  the  emphasis  from 
the  individual  advantage  to  social  welfare.  Moreover^  there  is  a  public 
conscience  to  be  dealt  with,  more  intelligent  and  more  sensitive  than 
ever  before. 

It  may  be  easy  to  exaggerate  the  significance  of  these  changes,  but 
it  would  be  folly  to  minimize  them.  Haphazard  methods  will  be  more 
disastrous  than  before  and  an  abused  and  long-suffering  public  will 
be  less  than  ever  tolerant  of  mistakes. 

To  meet  this  unprecedented  situation,  what  have  we  done.^  First, 
it  may  be  said  that  more  of  our  proposed  expenditures  are  to  be  met 
from  taxation  than  many  of  us  dared  to  hope.     Perhaps  more  than  this 
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would  have  been  anwise  last  year^  but  for  the  future  the  present 
amount  is  too  small  both  absolutely  and  in  its  relation  to  the  total. 
This  is  not  in  accord  with  the  views  expressed  by  Professor  Adams, 
whose  judgments^  especially  under  the  present  circumstances^  call  for 
the  most  careful  consideration.  Stated  briefly^  the  reasons  for  dif- 
fering are  as  follows:  (1)  With  a  few  minor  exceptions  the  present 
generation  must  bear  the  war  burdens.  (2)  Assuming  a  reasonably 
intelligent  tax  system^  this  burden  will  be  borne  more  equitably 
through  heavier  taxation  than  through  continued  large  loans.  (3)  As 
stated  by  Professor  Adams^  loans  will  produce  more  inflation  than 
taxes.  Exception  may  be  taken,  however,  to  his  view  that  we  must  rely 
entirely  upon  sound  banking  methods  to  prevent  inflation.  It  is  unfair 
to  employ  fiscal  methods  that  encourage  inflation  and  then  place  upon 
our  bankers  all  of  the  responsibility  for  the  results.  (4)  In  a  large 
number  of  instances  business  has  not  suffered  and  will  not  suffer  to 
the  extent  that  has  been  claimed.  When  so  many  corporations  are 
subscribing  to  bond  issues  and  are  distributing  these  bonds  in  dividend 
payments,  there  is  a  strong  presumption  of  ability  to  pay  taxes.  The 
funds  raised  must  in  any  case  come  from  the  national  income,  and  the' 
task  is  the  delicate  one  of  determining  the  particular  source  from  which 
it  may  be  taken. 

In  spite  of  these  reasons  for  still  heavier  taxes  the  fact  remains  that 
Congress  is  to  be  commended  for  having  done  so  much.  Nevertheless 
our  new  law  is  in  most  of  its  sections  merely  an  attempt  to  utilize  the 
old  sources  of  revenue,  most  of  which  are  now  used  to  the  limit  or 
nearly  so.  Exceptions  to  this  are  the  income  tax,  which  seems  capable 
of  further  expansion,  and  the  excess-profits  tax,  the  latter  being  the 
only  real  innovation  in  the  law.  That  new  devices  for  securing  re- 
venue are  needed  also  seems  clear  from  foreign  experience.  England, 
for  example,  is  searching  for  new  methods  and  some  of  her  leaders  are 
now  very  seriously  discussing  a  "Capital  Tax,  varying  from,  say,  1 
per  cent  on  fortunes  between  £800  and  £1000  up  to  20  per  cent  on 
fortunes  in  excess  of  £100,000;  the  assessment  being  confined  to  the 
capital  values  of  real  estate,  mortgages  and  securities  of  all  kinds, 
and  ships  and  businesses  not  represented  by  company  stocks  and 
shares,  to  the  exclusion  of  furniture,  pictures,  jewelry  and  personal 
effects.* 

Such  a  proposal  may  seem  radical  and  perhaps  is  unsuited  to  con- 
ditions either  in  England  or  in  the  United  States,  but  it  is  certain 

9  The  New  Statesman,  December  8,  1917,  p.  237. 
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that  a  complacent  reliance  on  the  old  sources  of  revenue  will  be 
disastrous  and  that  new  ones  mnst  be  found. 

1.  The  present  law  should  be  improved  in  certain  particulars  some 
of  which  have  been  indicated  by  Professor  Adams.  Discriminations 
in  favor  of  unearned  incomes  should  be  removed  and  proper  allowance 
should  be  made  for  amortization  charges. 

2.  There  should  be  introduced  as  promptly  as  possible  a  distinction 
between  unearned  and  earned  income.  If  the  present  income  tax  rates 
are  to  be  retained  on  earned  income^  still  higher  ones  should  be  imposed 
upon  the  unearned  and  perhaps  be  made  even  more  progressive  than 
at  present. 

3.  Estate  taxes  might  be  increased.  This  wiU  undoubtedly  add  to 
the  problems  of  the  states  which  use  this  source  of  revenue,  but  the 
federal  problem  is  too  important  to  warrant  hesitation. 

4.  Frank  recognition  should  be  given  to  the  fact  that  the  federal 
fiscal  problem  is  only  part  of  a  much  larger  and  broader  problem. 
Stem  as  it  may  seem,  we  must  repress  nonessential  industries,  restrict 
credit,  and  give  priority.  The  more  quickly  this  is  realized,  acquiesced 
in,  and  accomplished,  the  better  for  us  and  for  our  allies.  Procedure 
in  other  matters  should  be  adapted  to  our  plans  for  taxation  and  vice 
versa. 

5.  Expert  aid  should  be  utilized  more  fully.  The  federal  adminis- 
tration has  been  very  ready  to  use  outside  assistance.  Advisory  boards 
have  aided  and  are  aiding  the  government  in  handling  difficult  problems 
in  other  fields.  In  fiscal  matters  experts  are  assisting  in  many  ways, 
but  a  broader  work  is  needed.  A  carefully  selected  group  of  men 
chosen  because  of  their  special  knowledge  of  the  subject,  both  in  its 
theoretical  and  in  its  practical  aspects,  could  render  service  of  incal- 
culable advantage.  Their  survey  would  be  broad  and  their  plans  more 
thoroughly  and  consistently  worked  out  than  is  possible  under  the 
present  methods. 

Arthur  N.  Young. — Those  responsible  for  framing  the  revenue 
law  of  October  5,  1917,  deserve  the  gratitude  of  the  American  public 
and  the  appreciation  of  students  of  finance  because  of  the  enlightened 
spirit  in  which  this  legislation  was  conceived  and  because  of  the  care- 
ful attention  given  to  the  perplexing  problems  of  social  justice.  A 
war-tax  system  has  been  initiated  whose  weight  bids  fair  to  be  dis- 
tributed according  to  the  burden-bearing  ability  of  the  people.  Any 
criticism  of  the  law  should  regard  the  difficulties  which  faced  the  gov- 
ernment in  working  out  a  fiscal  program  of  such  magnitude.    It  should 
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be  constructiye  and  not  merely  destructive,  having  in  mind  that  the 
law  is  not  a  finality.  Already  changes  are  being  discnssed,  and  mount- 
ing war  expenditures  will  force  a  revision  at  no  distant  date. 

We  appreciate  more  than  ever  before  the  great  advantage  of  having 
developed  the  administrative  machinery  of  the  income  tax.  Yet,  con- 
sidering its  newness,  it  is  not  strange  that  a  consistent  theory  as  to  the 
relationship  between  the  personal  income  tax,  the  corporation  income 
tax,  and  the  excess-profits  tax  has  not  yet  been  worked  out.  The  dif- 
ficult problems  of  incidence  here  found  demand  a  better  solution  than 
they  have  yet  received.  Satisfactory  answer  to  the  questions  to  which 
Professor  Adams  has  given  such  thoughtful  attention — the  treatment 
of  the  corporation  as  compared  with  the  partnership  and  the  sole 
trader,  of  the  investor  as  compared  with  the  active  business  man,  and 
the  attempt  to  tax  the  excess  earnings  of  individuals — depends  upon 
the  attainment  of  clearer  conceptions  as  to  the  broad  purposes  of  our 
taxes. 

The  famous  "joker"  clause,  which  levies  a  flat  tax  of  8  per  cent 
upon  earned  incomes  of  more  than  $6000,  ought  at  once  to  be  repealed. 
Taxpayers  have  offered  willing  shoulders  for  the  great  burdens  about 
to  be  imposed,  and  such  a  palpably  unfair  clause  may  prejudice  many 
against  the  whole  scheme  of  tax  legislation.  Instead  of  this  provi- 
sion, heavier  rates  upon  unearned  incomes  should  be  introduced  in 
some  simple  form,  as  Professor  Adams  has  suggested. 

For  the  incomes  of  1918  there  should  be  considerably  higher  rates 
both  for  the  normal  tax  and  for  the  lower  part  at  least  of  the  scale  of 
graduated  taxes.  In  our  taxation  of  incomes  of  up  to  $50,000  we 
are  more  tender-hearted  than  most  of  us  realize.  Under  the  first 
British  Finance  Act  of  1915  the  rates  upon  earned  incomes  of  $4000 
(£800)  and  $15,000  (£3000)  were,  respectively,  7.5  and  12.5  per 
cent.  But  under  the  present  American  law  a  married  man  with  $4000 
will  pay  at  the  rate  of  but  1  per  cent,  and  with  $15,000  only  about 
5  per  cent.  Our  rate  does  not  attain  10  per  cent  until  we  reach  in- 
comes of  nearly  $50,000,  and  in  the  year  1915  only  10,671  in  a  total 
of  SS6fi52  taxable  incomes  were  in  excess  of  this  figure.^ 

The  present  excess-profits  tax  differs  little  in  principle  from  the 
original  excess-profits  tax  imposed  by  the  Act  of  March  S,  1917.  This 
law  defined  excess  profits  as  those  in  excess  of  8  per  cent  on  capital, 
and  taxed  them  at  a  flat  rate  of  8  per  cent.  The  most  fundamental 
aspect  of  the  present  law,  I  believe,  is  the  measurement  of  normal 
profits  as  a  percentage  upon  capital  rather  than  as  an  average  of  pre* 

1  Annual  Report  of  Commissioner  of  Internal  Revenue  for  fiscal  year  end$d 
June  SO,  1916,  p.  33. 
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war  profits.  I  cannot  agree  with  Professor  Adams  either  in  regarding 
the  choice  between  these  methods  as  "of  secondary  importance/'  or  in 
preferring  the  invested  capital  basis  to  the  pre-war  profits  basis. 

It  is  tme^  as  Professor  Adams  states^  that  there  is  little  essential 
difference  between  average  income  and  true  capital.  But  true  capital, 
which  means  capitalized  net  earnings,  is  a  very  different  thing  from 
the  idea  of  invested  capital  as  defined  in  the  law.  The  whole  matter 
centers  upon  the  problem  of  the  rate  of  return.  Professor  Adams 
states  that  we  can  ascertain  the  "fair  return"  from  the  files  of  the 
Bureau  of  Internal  Revenue.  But  these  files  cannot  give  us  the  fair 
rate  of  return.  To  get  that  we  must  know  the  other  factor,  average 
capital,  during  the  pre-war  period  and  during  the  taxable  year.  Here 
we  are  at  the  mercy  of  our  friends  the  corporation  accountants ;  and  I 
feel  much  less  confidence  than  Professor  Adams  has  expressed  in  his 
present  paper  as  to  the  goodness  of  the  capital  accounts  of  our  busi- 
ness enterprises. 

The  difficulties  of  using  the  capital  basis  were  well  stated  by  Pro- 
fessor Adams  in  a  paper  read  at  Chicago  last  June.'    He  said: 

Which  basis  should  be  selected  is  largely  a  question  of  administra- 
tive expediency.  And  to  that  question,  in  this  country  filled  with 
corporations  whose  capital  accounts  mean  nothing,  there  is  only  one 
answer — Avoid  the  capital  basis  whenever  by  human  ingenuity  it  is 
possible  to  do  so,     (Italics  mine.) 

.  .  .  The  American  law  of  March  3,  1917,  and  House  Bill  4280 
are  characterized  by  the  following  fundamental  defects:  they  base  the 
tax  upon  the  original  investment  [«tc]  and  recognize  neither  apprecia- 
tion nor  depreciation,  neither  the  building  up,  nor  the  extinction  of, 
intangible  assets.  Consider  this  a  moment.  There  are  hundreds  of 
important  corporations  which  have  no  true  record  of  actual  cash  paid 
in.  For  these  we  should  be  forced  either  to  construct  an  exceedingly 
expensive  and  difficult  financial  history  or  else  turn  to  guesswork, 
in  which  the  corporations  with  the  largest  volume  of  water  would  do 
the  tallest  guessing  and  get  the  highest  exemptions.  In  other  cases 
the  original  investment  has  greatly  depreciated,  and  here  the  govern- 
ment would  lose  enormous  revenues.  Still  others  have  built  up  in- 
tangible assets,  such  as  trade-marks  and  good  ¥rill.  If  such  a  corpora- 
tion had  happened  to  pass  through  a  reorganization  in  which  a  "cash 
consideration"  figured  in  some  way,  the  intangible  asset  would  be  rec- 
ognized; otherwise  not.  Here  a  fortuitous  detail  of  procedure,  the 
occurrence  of  a  conversion  or  sale,  might  make  all  the  difference  be- 
tween a  heavy  tax  and  no  tax. 

Nothing  so  discredits  good  taxes  and  so  demoralizes  good  taxpayers 
as  inconsistencies  of  this  kind — the  unlike  treatment  of  like  situations, 

I  "The  Income  and  Excess-Profits  Taxes,'*  "Financial  Mobilisation  for  War," 
papers  presented  at  a  joint  conference  of  the  Western  Economic  Society  and 
the  City  Club  of  Chicago,  June  31-99,  1917,  pp.  116-18. 
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the  turning  of  the  tax  upon  inconsequential  details,  the  failure  to  rec- 
ognize controlling  facts,  the  willingness  to  recognize  meaningless  for- 
malities. •  .  . 

The  preceding  defects  may  be  remedied  by  employing  an  income 
rather  than  a  capital  basis. 

We  are  fortunate  in  finance,  as  in  military  matters,  to  be  able  to 
profit  from  the  experience  of  Great  Britain.  The  English  war-profits 
tax  applies  successfully  the  principle  of  taxing  the  amount  of  war 
profits  in  excess  of  the  average  pre-war  amount.  It  is  not  indeed  as 
simple  in  administration  as  some  of  its  champions  have  urged.  But 
its  satisfactory  working  is  certified  by  the  fact  that  it  has  continued 
with  no  essential  change  in  principle  since  its  adoption  in  December, 
1915,  and  that  it  has  been  possible  to  raise  the  rate  from  50  to  60 
per  cent,  and  finally  even  to  80  per  cent.  Should  our  new  law  prove 
unsatisfactory  we  well  may  turn  to  a  war-profits  tax  patterned  after 
the  English  model. 

Edwin  R.  A.  Selioman. — I  desire  to  congratulate  Professor  Adams 
on  his  brilliant  paper  and  I  think  that  I  am  voicing  the  sentiment  of 
the  entire  Association  in  expressing  our  gratification  that  the  federal 
government  has  seen  fit  to  avail  itself  of  the  services  of  so  distin- 
guished an  expert.  It  will  certainly  tend  to  smooth  the  thorny  path  of 
federal  tax  administration. 

Let  me  also  say  that  in  its  fundamentals  I  am  in  thorough  accord 
with  the  paper.  These  fundamentals  I  take  to  be  three  in  number: 
first,  that  the  excess-profits  tax  is  a  business  tax ;  second,  that  it  is  an 
excess-profits  tax  rather  than  a  war-profits  tax;  and  third,  that  it 
therefore  has  a  prospect  of  permanency.  The  first  two  points  deserve 
perhaps  an  additional  word  of  comment. 

Among  the  many  classifications  of  taxation,  one  of  the  most  impor- 
tant is  that  into  the  taxes  on  persons  and  taxes  on  things — ^the  legal 
distinction  between  taxes  in  personam  and  in  rem.  What  has  not  al- 
ways been  recognized,  however,  is  that  taxes  in  rem  include  not  only 
a  land  tax,  as  levied  in  New  York,  but  also  a  capital  tax  as  levied  in 
various  places,  as  well  as  a  business  tax.  Wherever  the  subject  of 
taxation  is  the  thing,  irrespective  of  the  person  who  is  directly  related 
to  the  thing  we  have  a  tax  in  rem.  A  general  income  tax,  for  instance, 
ordinarily  includes  not  only  an  individual-income  tax  but  also  a  cor^ 
porate-income  tax,  and  this  corporate-income  tax  is  really  a  tax  in  rem» 
A  recognition  of  this  fact  would  have  saved  much  confusion  in  a  gen- 
eral discussion  of  the  income  tax.  The  excess-profits  tax  is  not  only 
a  business  tax,  but  a  tax  on  the  thing;  and  Professor  Adams  vAfjblt 
have  pointed  out  that  in  both  respects  it  does  not  differ  essentiallj  i90m 
the  corporate-income  tax. 
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In  the  second  place^  the  tax  is  not  one  on  excess  war  profits  but  on 
war  excess  profits.  The  distinction  is  obvious.  A  tax  on  excess  war 
profits  is  a  tax  on  the  excess  of  profits  made  daring  the  war  over 
profits  in  the  pre-war  period.  A  war  excess-profits  tax^  on  the  other 
hand^  is  a  tax  imposed  dnring  the  war  on  excess  profits  in  general. 
The  fact  that  the  enactment  of  the  tax  comes  daring  the  war  carries 
with  it  no  implication  that  it  is  not  to  be  continued  after  the  war,  just 
as  our  new  so-called  war  estate  tax  or  war  excise  taxes  simply  mean  that 
these  taxes  have  been  imposed  during  the  war  without  any  guarantee 
that  they  will  cease  after  the  war.  A  war-profits  tax  automatically 
stops  after  the  war  because  there  can  be  no  more  profits  due  to  the  war. 
But  an  excess-profits  tax,  even  though  first  imposed  in  war  time,  may 
continue  as  long  as  there  are  any  excess  profits — that  is,  any  profits 
in  excess  of  some  normal  standard  other  than  pre-war  profits. 

While  Professor  Adams  is  entirely  correct  in  these  points,  there  are 
two  criticisms  of  his  otherwise  admirable  paper  that  I  should  like  to 
urge. 

The  first  criticism  is  to  be  directed  against  his  attempted  analogy 
between  the  excess-profits  tax  and  special  assessments,  which  is  again 
connected  with  his  idea  that  the  tax  is  supposed  in  some  way  to  realize 
the  principle  of  benefits.  Both  of  these  positions  seem  to  me  to  be 
untenable  and  based  upon  inadequate  analysis. 

No  achievement  of  modem  finance  is  more  enduring  and  certain  than 
the  distinction  that  has  been  made  by  economists  and  lawyers  alike 
between  special  assessments  and  taxes.  And  nothing  is  more  firmly  es- 
tablished than  the  substitution  of  the  ability  theory  for  the  old  benefit 
theory  in  taxation.  To  do  as  Professor  Adams  now  attempts,  and  to 
blur  these  sharp  distinctions,  is  to  reopen  the  Pandora's  box  of 
confusion. 

The  distinction  is  after  all  a  very  simple  one,  so  far  as  the  principle 
of  benefit  is  concerned.  Where  the  government  performs  a  definite 
service  for  the  individual  by  which  a  distinct  and  measurable  special 
benefit  is  conferred  on  him,  the  pajrment  is  called  a  price  or  a  fee. 
Where  there  is  measurable  benefit  accruing  to  an  individual  as  a  mem- 
ber of  a  definite  area  from  a  group  service  rendered,  and  calling  for 
an  outlay,  by  the  government,  the  payment  is  a  special  assessment. 
Where  there  is  no  particular  service  rendered  or  where,  even  if  there 
be  a  service  to  a  definite  group,  the  benefit  accruing  to  the  individual  is 
either  not  separately  measurable  or  exists  only  as  an  incidental  result 
of  governmental  action,  the  payment  is  a  tax.  In  a  tax  the  criterion 
is  always  ability  to  pay.     In  prices,  fees,  and  special  assessments — 


Digitized  by  VjOOQIC 


44  American  Economic  Association 

however  they  may  differ  from  each  other — ^the  criterion  is  always  spe- 
cial benefit  conferred  by  a  particular  service. 

Professor  Adams  indeed  vaguely  recognizes  this  when  he  tells  us 
that  the  excess-profits  tax  is  not  opposed  to  the  ability  theory.  Bat 
he  doesn't  get  the  situation  quite  straight.  As  was  pointed  out  by  me 
over  twenty  years  ago,^  the  theory  of  ability  includes  not  only  the  con- 
sumption or  sacrifice  side  but  the  production  or  privilege  side.  That 
is  to  say,  ability  depends  not  only  upon  the  relative  burden  imposed  in 
parting  with  the  property  but  upon  the  relative  ease  of  acquiring  the 
property.  To  the  extent  that  the  excess  profits  mark  a  greater  ease 
of  acquisition  through  the  privileges  enjoyed  as  a  result  of  the  economic 
environment,  they  increase  the  taxpayer's  ability  to  pay.  But  this  must 
not  be  confused  with  the  benefit  characteristic  of  the  special  assess- 
ment. There  is  no  special  service  rendered  for  the  particular  individ- 
ual and  calling  for  any  definite  outlay  by  the  government  All  that 
Professor  Adams  really  means  to  imply  is  that  ability  is  influenced  by 
privilege.  But  the  excess-profits  tax  does  not  differ  in  this  respect 
from  many  other  taxes,  and  it  does  not  constitute  by  any  means  the 
new  departure  that  he  represents.  Let  us  not  confuse  benefit  con- 
ferred by  a  particular  service  with  privilege  resulting  from  a  general 
environment.  To  do  this  is  to  set  back  a  long  distance  the  progress 
of  fiscal  science. 

My  second  criticism  is  more  incisive.  It  refers  to  the  criterion  of 
excess  profits  chosen  in  the  law.  The  preceding  speaker  has  called 
attention  to  the  embarrassing  fact  that  only  a  few  months  ago  Pro- 
fessor Adams  took  a  position  the  opposite  of  that  which  he  now  occu- 
pies. Now  I  am  perfectly  frank  to  confess  that  a  scientist,  like  the 
fair  sex  in  general,  has  a  right  to  change  his  mind;  but  when  the 
change  of  mind  consists  in  replacing  truth  by  error,  the  result  is  a 
little  unfortunate.  And  I  cannot  help  believing  that  Professor  Adams 
is  in  this  predicament. 

For  what  is  the  situation?  The  essential  part  of  the  law  is  the 
choice  of  capital  as  a  criterion.  Although  Professor  Adams  told  us  a 
few  months  ago  that  we  must  avoid  the  capital  basis  "whenever  by 
human  ingenuity  it  is  possible  to  do  so,"  he  now  tells  us  that  the  choice 
is  immaterial,  for  capital  is  nothing  but  capitalized  income.  In  reality, 
however,  capital  is  not  capitalized  income;  it  is  the  capitalization  not 
only  of  present  income,  but  of  anticipated  future  income,  which  is  a 
very  different  thing.    If,  as  frequently  happens,  the  anticipated  future 

1  ProgresHve  Taxation  in  Theory  and  Practice,  1894,  p.  191.  Cf,  9d  ed.  10O8» 
p.  292,  and  Essays  in  Taxation,  8th  ed.,  1913,  pp.  340,  418,  438-44. 
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income  does  not  materialize^  there  is  a  very  vital  difference  between  a 
tax  on  capital  and  a  tax  on  income.  The  new  tax,  therefore,  is  not  only 
a  clumsy  attempt  to  reach  taxable  ability,  but,  under  actual  conditions, 
it  introduces  gross  inequality  in  principle  and  deplorable  uncertainty 
in  administration. 

The  chief  objection,  however,  to  the  law  is  one  that  has  escaped  Pro- 
fessor Adams'  notice.  Even  assuming  that  capital  could  be  accurately 
estimated  and  that  it  varied  proportionally  with  income,  the  tax  would 
still  be  seriously  defective.  This  is  due  to  the  criterion  chosen  for  the 
basis  of  the  graduated  scale.  Something  may  be  said  for  a  graduated 
tax  on  income;  something  may  even  be  said  for  a  graduated  tax  on 
capital;  but  little,  if  anything,  can  be  said  in  defense  of  a  tax  gradu- 
ated on  the  varying  percentage  which  income  bears  to  capital.  To 
penalize  enterprise  and  ingenuity  in  a  way  that  it  is  not  accomplished 
by  a  tax  on  either  capital  or  income — ^that  is  the  unique  distinction  of 
the  present  law.  For  while  the  excess  profits  contemplated  by  the  law 
are  sometimes  the  result,  in  part  at  least,  of  the  social  environment,  they 
are  not  infrequently  the  consequence  of  individual  ability  and  inven- 
tiveness. And  while  it  is  perfectly  proper  that  a  share  of  the  profita 
should  go  to  the  community,  it  is  not  at  all  clear  that  the  tax  should  be 
graduated  according  to  the  amount  of  inventiveness.  But,  furthermore, 
almost  all  large  businesses  have  grown  from  humble  beginnings;  and 
it  is  precisely  in  these  humble  beginnings  that  the  percentage  of  profits 
to  capital  has  been  the  greatest.  The  criterion  selected  by  the  new 
law,  therefore,  is  the  one  best  calculated  to  depress  industry,  to  check 
enterprise  at  its  very  inception,  and  to  confer  artificial  advantages  on 
large  and  well-established  concerns. 

How  much  simpler  and  better  it  would  have  been  to  make  the  excess- 
profits  tax  a  part  of  a  progressive  business  income  tax,  and  to  apply  to 
corporations  a  scale  of  graduation  which  would  in  principle  at  least  not 
differ  fundamentally  from  that  of  the  individual  income  tax.  To  de- 
velop this  idea  would  take  me  too  far  astray.  It  may,  however,  be 
confidently  affirmed  that  while  such  a  scheme  would  no  doubt  encounter 
certain  difficulties  of  its  own,  it  would  not  be  open  to  any  of  the  funda- 
mental objections  to  the  present  plan.  Professor  Adams'  evident 
desire  to  show  intense  patriotism  by  a  blanket  approval  of  the  law  is 
purchased,  I  fear,  at  the  cost  of  a  little  less  than  his  customary  solici- 
tude for  scientific  precision. 

Henry  H.  Bond.^ — It  is  with  considerable  reluctance  that  I  venture 
to  criticise  the  interesting  conclusions  of  so  eminent  an  authority  on 
taxation,  but  possibly  one  may  be  permitted  to  differ  on  a  subject 
concerning  which  there  is  no  consensus  of  authoritative  opinion. 
iThifl  diacnssion  was  not  presented  at  the  meeting. 
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In  the  difficult  matter  of  a  special-profits  tax^  we  now  stand  com- 
mitted^ at  least  experimentally^  to  a  tax  upon  excess  profits  rather 
than  one  upon  war  profits.  In  this  we  are  running  counter  to  the  suc- 
cessful experience  of  Great  Britain^  and  embarking  on  an  independent 
and  uncharted  course. 

But  if  war  revenue  is  needed^  what  is  more  natural  or  equitable 
than  to  seek  it  in  part  where  war  profits  accrue?  Why  should  an 
industry  whose  prosperity  depends  solely  on  the  war  bear  no  extra 
burden?  If  there  is  one  feeling  that  is  common  among  all  thinking 
Americans,  it  is  the  natural  repugnance  to  the  idea  of  pecuniary  profit 
from  an  enterprise  of  blood  and  violent  death,  built  up  on  the  highest 
idealism  that  America  has  yet  advocated.  And  yet  this  feeling  has 
been  ignored  by  Congress  in  this  important  taxation  measure. 

But  Professor  Adams,  while  carefully  avoiding  the  role  of  prophet, 
rather  indicates  a  belief  that  this  form  of  taxation  is  to  be  permanent, 
and  partially  justifies  its  choice  over  a  war-profits  tax  upon  this  ground. 
While  Congress  carefully  expunged  from  the  text  a  phrase  that  might 
have  been  construed  as  an  assurance  of  duration  for  the  war  only,  yet 
we  have  certainly  been  given  to  understand  that  war  revenue  was 
the  purpose  and  justification  of  this  additional  burden.  The  very  fact 
that  this  tax  and  the  secondary  income  tax  were  kept  distinct  and 
separate  from  the  income  tax  of  October,  1916,  was  in  itself  such  an 
implied  assurance.  If  these  taxes  are  to  be,  in  some  form  as  Professor 
Adams  now  seems  to  believe,  a  permanent  asset — or  liability — ^has 
not  the  government  been  indulging  in  a  camouflage  that  has  results  that 
are  unfortunate  for  a  loyal  public? 

For  we  must  not  shut  our  eyes  to  the  fact  that  our  federal  taxation 
system  has,  by  this  separation  of  legislation,  acquired  a  complexity 
that  is  exceedingly  serious.  Speaking  as  one  who  has  had  some  admin- 
istrative experience  under  a  rather  complicated  income  tax,  I  appre- 
ciate keenly  the  desirability — ^the  almost  necessity — of  simplicity  in 
taxation  matters  relating  to  large  numbers  of  persons.  It  was  an  ad- 
ministrator of  Professor  Adams'  own  state  of  Wisconsin  who  gave 
me  the  excellent  advice,  '*Do  not  create  a  tax  that  will  be  so  compli- 
cated that  a  man  must  pay  a  lawyer  five  dollars  to  learn  that  he  has 
no  tax  to  pay !" 

But  upon  the  interpretation  of  this  federal  act,  now  upon  the  statute 
books  for  many  months,  the  department  officials  are  themselves  in 
disagreement,  and  even  such  an  expert  as  Professor  Adams  is  led  to 
speak  with  caution  and  express  grave  doubt  as  to  the  probaUe  eon* 
struction  of  certain  of  its  most  vital  features.  Such  complexity  forc- 
ing, as  it  does,  the  taxpaying  public  to  rush  for  expensive  expert  ad- 
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▼ice  only  to  find  that  its  experts  are  themselves  in  disagreement^  can 
produce  nothing  but  disturbing  uncertainty^  all  the  more  to  be  de> 
plored  if  the  tax  is  to  be  a  permanent  one. 

But  only  secondary  in  importance  to  the  form  of  the  tax  itself  is  its 
standard  of  invested  capital  as  a  measure  of  its  taxable  income.  I  am 
forced  reluctantly  to  disagree  with  Professor  Adams  in  his  statement 
that  the  question  of  whether  a  tax  is  based  on  capital  or  on  income  is 
of  secondary  importance^  and  that  income  usually  reflects  capital  em- 
ployed. If  we  are  to  take  our  average  broadly  enough^  over  a  varied 
line  of  industries^  and  especially  over  a  sufficiently  long  period  of  years^ 
the  statement  is  undoubtedly  true.  Capital  will  seek  a  level  of  income^ 
or  rather^  at  points  of  low  3rield,  will  tend  to  be  gradually  diverted  into 
more  profitable  channels.  But  channels  of  low  yield  combining  high 
safety  will  always  exist  beside  those  of  high  yield  and  low  safety^ 
attracting  distinct  types  of  the  investing  public;  special  temporary 
conditions  will  always  arise  from  time  to  time  to  disturb  the  natural 
law  of  the  gravitation  of  capital  to  alluring  fields;  and  capital  once 
invested  often  assumes  so  permanent  a  character  that  its  change  to 
another  more  profitable  industry  is  slow  and  difficult  of  accomplish- 
ment;  if  not  impossible. 

As  a  result  of  these  factors^  we  find  the  yield  of  capital  variously 
employed  to  be  widely  variant.  A  minute  examination  of  the  income 
of  all  of  the  Massachusetts  corporations  for  the  past  three  years^  re- 
cently made  under  our  supervision^  reveals  a  scale  running  from  severe 
losses  to  a  profit  of  as  high  as  7500  per  cent  of  the  invested  capital 
within  a  single  year's  figures.  Are  we,  then,  justified  in  assuming  that 
normal  income  bears,  on  the  whole,  a  definite  relation  to  invested  cap- 
ital, so  that  we  may  tax  the  excess  of  income — supernormal  profits — 
as  deserving  of  a  special  burden? 

Especially  is  the  use  of  "invested  capital"  as  a  determining  factor 
objectionable  because  of  its  exclusion  of  borrowed  capital  from  its 
definition.  I  have  in  mind  two  partnerships — one  composed  of  three 
yoxmg  men  of  unblemished  reputation  and  integrity,  who,  by  a  truly 
remarkable  industry  and  reliability,  have  been  able,  on  a  small  amoxmt 
of  capital,  to  finance  a  large  volume  of  business,  with  a  resultant  profit 
that  is  out  of  all  relation  to  the  capital — exclusive  of  large  borrowed 
capital — employed.  Their  public  spirit  is  shown  in  large  purchases  of 
Liberty  Bonds,  the  support  of  an  ambulance  unit  abroad,  and  the  sale 
of  merchandise  to  the  government  for  use  in  the  war  at  cost.  Their 
excess-profits  tax  will  be  exceedingly  heavy,  and  will  of  necessity  en- 
tail large  reductions  in  their  patriotic  subscriptions  henceforth.  I  con- 
trast this  concern  with  another,  whose  indebtedness  is  now  capitalized. 
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so  that,  for  a  profit  approximately  as  large,  they  will  be  liable  to  an 
excess-profits  tax  some  60  per  cent  less  in  amount. 

A  tax  which  thus  uses  as  a  determining  factor  an  element  which 
yields  so  easily  to  manipulation  and  readjustment  discourages  open 
business  methods,  and  correspondingly  encourages  legalized  evasion. 
Hundreds  of  corporations  have  hastened  to  put  their  houses  in  order 
for  the  inspection  of  the  excess-profits  tax  collector,  and  have  found 
the  methods  only  too  easy  of  adoption.  The  line  between  borrowed  and 
other  capital  is  too  easily  shifted  to  be  a  safe  or  enduring  test,  and 
the  difference  one  of  form  rather  than  substance. 

But  even  betwen  various  lines  of  industry,  will  the  tax  on  excess 
profits  work  equity?  It  is  exceedingly  doubtful.  An  eminent  author- 
ity has  pointed  out  very  clearly  that  our  large  corporations  have  a 
relatively  large  investment  of  capital,  and,  sheltered  in  some  staple  and 
necessary  line,  earn  a  proportionately  small  return  upon  the  funds 
involved;  while  by  far  the  larger  percentage  of  profits  more  usually 
arises  in  some  special  line,  on  a  relatively  small  capital.  These  are  the 
industries,  then,  which  will  bear  the  brunt  of  the  burden,  and  this  is 
not  as  it  should  be  or  as  Congress  expected  it  to  be. 

Professor  Adams  justifies  the  tax  as  being  the  community's  share  in 
the  benefit  conferred  upon  the  industry.  But  too  often  the  only  bene- 
fit that  has  been  conferred  is  the  right  to  existence — an  existence  which 
is  in  the  main  employed  in  securing  "all  that  the  traflSc  will  bear,**  to 
use  a  familiar  phrase — in  retailing  to  a  public  needful  of  food  and 
clothing  these  cardinal  necessities.  I  have  seen  the  figures  which  show 
corporations  dealing  in  food,  clothing,  shoes,  coal,  wood,  paper,  to 
have  made  from  100  to  500  per  cent  upon  their  invested  capital  in 
these  war  times.  If  these  conditions  are  warranted,  and  do  not  jus- 
tify stringent  price  restriction,  then  is  not  the  state  in  questionable 
company  when  it  shares  in  the  spoils.^  And  can  it  be  said  that  the 
community  has  conferred  a  "benefit"  upon  the  industry  which  entitles 
it  to  such  a  division  of  profits  ? 

There  are,  of  course,  countless  instances  of  industries  dependent 
upon  legitimate  protection  or  the  use  of  patent  rights  where  the  com- 
munity benefit  is  clearly  conferred  and  such  sharing  should  properly 
ensue.  But  should  we  not  hesitate  to  justify  impliedly  a  claim  for  a 
share  of  profits  where  the  mere  right  of  existence  alone  is  present,  and 
such  right  is  so  broadly  abused? 

Again,  is  it  not  clear  that  in  many  cases  supernormal  profits  will 
exist  only  in  an  increased  inventory  total,  due  to  rising  market  prices? 
To  tax  such  increase  so  heavily  ignores  the  fact  that  a  corresponding 
decrease  in  a  subsequent  year  will  not  offset  a  tax  previously  paid,  since 
each  income  year  is  of  necessity  treated  as  separate  and  distinct. 
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All  that  Professor  Adams  says  as  to  the  tax  deterring  from  enlarge- 
ment of  plant  is  undoubtedly  true.  Even  though  such  enlargement  is 
deductible  from  the  special  10  per  cent  tax  on  undistributed  profits^ 
it  remains  true  that  earnings  represented  by  an  enlarged  plant — en- 
larged perhaps  as  a  direct  contribution  to  the  nation's  need  in  war 
supplies' — are  taxable  at  a  heavy  rate^  and  a  corporation  may  be  well- 
nigh  crippled  thereby. 

Net  income  is  not  necessarily  cash  in  the  bank^  as  certain  members 
of  Congress  seemed  to  assume.  The  financing  of  the  corporations  in  the 
matter  of  raising  funds  to  pay  the  excess-profits  tax  is  itself  a  serious 
problem  now  causing  the  highest  officials  of  the  government  grave 
concern. 

The  tax  upon  undistributed  profits  may  prove  to  be  an  unfortunate 
selection^  apparently  adopted  because  of  a  desire  to  reach  prematurely 
the  earnings  of  large  stockholders  subject  to  the  super-tax.  It  fails 
to  recognize  that  such  earnings  are  often  withheld  from  distribution 
partly  for  the  purpose  of  safety  and  partly  to  equalize  the  dividend 
distributions  of  various  years.  It  cannot  be  denied  that  such  a  prac- 
tice is  in  many  instances  not  only  legitimate  but  so  properly  conserva- 
tive as  to  deserve  encouragement  rather  than  an  additional  burden. 
To  penalize  such  a  method  in  such  cases  is  to  encourage  irregularity 
in  dividend  distributions  and  a  proportionate  lack  of  safety  as  well  as 
difficulty  in  financing  for  future  legitimate  needs  and  growth. 

Professor  Adams  sees  no  answer  to  the  question  why  the  farmer 
should  pay  an  excess-profits  tax  and  the  salaried  man  none.  Is  not 
the  answer  possibly  this:  that  the  person  who  sells  a  commodity  re- 
ceives a  price  and  profit  dependent  upon  market  conditions — competi- 
tion and  the  urgency  of  the  public's  desire;  but  the  salaried  man  has 
no  such  market  conditions  to  face^  and  in  selling  his  services  receives 
in  principle  the  true  value  thereof?  There  is,  then,  in  such  a  case  no 
possibility  for  an  excess  profit  and  the  application  of  an  excess-profits 
tax  is  incongruous.  If  the  salary  is  earned,  where  is  the  excess  to 
be  found?  The  case  is  far  different  from  that  of  the  manufacturer 
of  a  patented  article  costing  perhaps  a  dollar  to  produce  and  selling 
for  the  price  of  five  dollars;  the  sale  of  a  food  product  of  limited 
supply,  and  to  some  extent  "cornered,"  for  a  price  double  the  normal; 
or  ihe  sale  of  articles  of  clothing  &t  a  profit  of  several  hundred  per 
cent  of  the  invested  capital  involved.  The  salaried  man  can  never 
force  the  public  to  pay  such  an  unwarranted  price  for  the  article 
which  he  has  to  sell.  Salaries  change  but  slowly  partly  because  de- 
creases are  usually  made  only  for  poor  service  and  not  due  to  a  change 
in  market  conditions. 

If  I  have  thus  emphasized  the  various  aspects  of  the  law  on  which 
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I  feel  somewhat  in  disagreement  with  Professor  Adams,  I  have  not 
failed  to  appreciate  the  many  helpful  suggestions  which  he  has  made 
as  to  future  amendments  and  policy  and  the  many  arguments  which  he 
advances  with  which  I  am  in  hearty  accord  and  on  which  I  have,  there- 
fore, offered  no  word. 

To  me,  the  discouraging  feature  of  the  taxation  situation  has  been 
the  unwillingness  of  Congress  to  accept  a  profit  by  such  expert  advice 
as  men  such  as  Professor  Adams  are  in  a  position  to  give,  and  to 
which  I  trust  a  more  willing  ear  will  be  given  in  the  future. 

Carl  G.  Barth. — By  a  mere  accident,  I  some  time  ago  became  inter- 
ested in  the  personal  income  tax,  and  was  at  once  struck  by  the  lack 
of  mathematical  relations  between  the  percentages  that  were  levied 
last  year  as  well  as  those  to  be  levied  this  year,  though  the  latter  are 
far  less  defective  in  this  respect  than  the  former.  However,  I  shall 
confine  my  remarks  to  the  latter. 

The  final  combined  rates  listed  with  their  successive  differences 
below,  are  enough  to  point  out  what  I  have  in  mind. 

2-4-5-6-7-8-9  -12-16-21-26-31-35-41-46-50-54-59-65-66-67 
2-1-1-1-1-1-3-4-5-5-5-4-6-5-4-4-4-6-1-1 

We  also  observe  the  same  lack  of  regularity  in  the  differences  be- 
tween the  incomes  at  which  these  rates  change  from  a  lower  to  the  next 
higher. 

After  some  looking  around  for  a  simple  empirical  formula  that  would 
approximately  average  up  to  the  rates  of  the  present  law,  I  hit  upon 
the  following,  which  seems  to  answer  very  well  for  the  $2000  exemp- 
tion: 

2  C-f  10000 

T  =  (C  — 2000)  —  X    ^T 

^  '^   3  C-f  360000 

in  which  T  =  Tax,  C  =  income. 

The  annexed  table  gives  simultaneous  values  of  the  tax  to  be  levied 

and  values  of  this  formula,  and  also  the  ratios  of  these  values.    The 

fact  that  the  latter  values  are  first  greater  than  the  former  up  to  an 

income  of  $5128,  then  are  less  between  this  and  an  income  of  $192,687, 

then  again  greater  up  to  $2,251,000,  and  finally  less  from  that  income 

up  to  00,  seems  to  indicate  that  a  formula  of  the  form  T  =  (C  —  E)  X 

C  +  a 

would  be  quite  suitable  as  a  basis  for  a  graded  tax,  even  if  it 

C  -f-  b 

should  not  be  considered  well  to  employ  it  directly,  which  I,  however, 
herewith  advocate. 

That  the  particular  form  of  this  formula,  which  in  the  table  has  been 
compared  with  the  present  tax,  gives  values  so  decidedly  lower  ttuoi 
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the  present  tax  for  incomes  for  which  Professor  Young  suggested  that 
the  tax  rate  might  justly  be  raised^  seems  to  indicate  that  his  sugges- 
tion is  not  well  founded. 

From  an  extended  study  of  this  formula  and  numerous  others  that  I 
have  had  under  consideration,  I  have  gotten  certain  ideas  about  taxation 
which  I  would  like  to  present  to  this  meeting,  but  the  time  allowed  me 
being  so  limited,  I  can  only  add  that  I  am  further  confirmed  in  the 
belief  I  have  held  for  years,  that  unless  a  proposition  dealing  with 
numbers  of  any  kind  is  reduced  to  some  kind  of  a  mathematical  formula, 
and  this  plotted  on  a  diagram,  a  complete  grasp  of  the  proposition  con- 
not  be  entertained. 

When  I  first  took  this  matter  up,  I  was  fortunate  enough  to  secure 
an  interview  with  Professor  Adams  in  his  office  in  the  Treasury  De- 
partment in  Washington,  and  to  receive  his  encouragement  to  develop 
my  ideas  further,  and  on  February  26  I  shall  present  them  fully  before 
a  local  meeting  of  the  American  Society  of  Mechanical  Engineers  in 
Philadelphia. 
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Present  Law 

1 
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Formula  derived 
by  Present  Law 
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0 

0 

1 

3000 

20 

93.87 

1.194 

•4000 

40 

51.98 

1.282 

6000 

80 

89.19 

1.027 

5198 

86.40 

86.40 

1 

7500 

905 

174.60 

0.852 

10000 

355 

988.99 

0.812 

12500 

530 

499.89 

0.798 

15000 
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0.791 

20000 

1180 

947.37 

0.803 

40000 

3580 

3166.67 

0.885 

60000 

6780 

6444.44 

0.951 

80000 
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10636.36 

0.969 

100000 

16180 

15693.19 

0.966 

150000 

31680 

30954.95 

0.977 

199687 

46620.41 

46690.44 

1 

900000 

49180 

49500.00 

1.007 

950000 

69680 

70469.94 

1.011 

300000 

99680 

93313.13 

1.007 

500000 

199680 

196883.79 

1.099 

750000 

397680 

341499.43 

1.049 

1000000 

475180 

494107.84 

1.04 

1500000 

800180 

810745.59 

1.013 

9000000 

1130180 

1134457.69 

1.004 

9951000 

1998350 

1998350.31 

1 

5000000 

3140180 

3114495.37 

0.992 

10000000 

6490180 

6440148.01 

0.992 

90000000 
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13109815.39 

0.993 
0.995 
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Rot  G.  Blakey. — Professor  Adams  states  that  the  present  war  taxes 
and  possible  future  taxes  are  preventing  the  building  and  extension 
of  plants  whose  production  is  sorely  needed  bj  the  government,  and 
he  urges  that  we  cease  agitation  for  higher  taxes.  Inasmuch  as  those 
of  us  at  Minnesota  were  chiefly  responsible  for  the  circulation  and 
presentation  of  a  memorial  of  American  economists  to  Congress  last 
April,  a  memorial  which  urged  that  Congress  finance  the  war  chieflj 
through  taxes  rather  than  through  loans,  I  cannot  let  this  occasion 
pass  without  calling  attention  to  one  or  two  matters.  In  view  of  what 
Professor  Adams  has  said  upon  other  occasions  I  am  somewhat  sur- 
prised to  find  that  in  his  paper  of  today  he  seems  willing  to  acquiesce 
in  the  present  proportion  between  taxes  and  bonds,  that  is,  about  one 
to  four  or  five.  I  am  reluctant  to  urge  my  opinions  backed  by  a 
limited  experience  as  compared  with  the  rich  experience  of  Professor 
Adams;  and,  because  of  my  respect  for  his  judgment  and  experience, 
I  am  hesitant  to  continue  agitation  for  higher  taxes  until  those  now 
on  the  statute  books  can  be  put  in  operation.  I  know  that  this  will 
cause  some  to  charge  me  with  inconsistency,  but  I  realize  that  ad- 
ministration is  of  prime  importance  and  that  the  present  rates  well 
administered  will  be  better  than  higher  rates  poorly  administered. 

One  of  the  most  serious  difficulties,  as  Professor  Adams  has  pointed 
out  and  as  I  have  stated  also  on  several  different  occasions,  is  the 
failure  to  allow  for  proper  depreciation,  or  obsolescence,  in  the  case 
of  plants  needed  for  war  work.  Ordinary  rules  of  depreciation  are 
inadequate  for  a  plant  that  may  be  in  operation  for  only  one  or  two 
years.  The  whole  cost  might  be  written  off  the  first  year.  Or  the 
government  might  subsidize  or  take  over,  at  least  for  the  period  of 
the  war,  those  plants  which  are  making  the  prime  military  necessities. 
Such  plants  should  be  given  special  treatment.  But  this  does  not  mean 
that  on  this  account  the  general  rates  of  taxes  on  excess  profits  and 
incomes  are  too  high  in  most  cases.  It  does  not  mean  that  we  should 
desist  from  raising  an  even  larger  proportion  of  our  war  costs  through 
taxes  if  appropriate  treatment  is  given  special  cases. 

As  I  have  stated  upon  previous  occasions,  I  think  that  drastic  taxa- 
tion should  be  levied  to  suppress  unnecessary  industries,  and  that  in 
many  cases  even  such  taxation  would  not  be  sufficiently  prompt  in 
reaching  desired  results,  hence  direct  prohibition  through  priority 
regulation  or  otherwise  should  be  adopted. 

It  is  true  that  our  memorial  to  Congress  was  stated  somewhat  rad- 
ically, more  radically  than  I  would  state  it  now  in  view  of  the  larger 
estimates  of  war  costs  and  in  view  of  the  inertia  of  public  opinion. 
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But  I  am  convinced  that  the  chief  difficulties  in  the  way  of  more  ade- 
quate taxation  are  psychological^  and  that  some  of  these  may  be  re- 
moved by  the  education  of  the  public  as  to  the  real  burdens  of  war 
finance. 

Wc  now  look  back  upon  our  former  wars,  the  Revolution,  the  War 
of  1812,  and  the  Civil  War,  and  condemn  Congress,  our  financiers, 
and  the  people  for  not  adopting  vigorous  taxation  at  the  beginning. 
If  the  present  war  should  end  soon  we  may  get  off  without  great 
financial  disaster  and  with  a  minimum  of  economic  disturbance.  But 
if  it  continues  for  several  years,  as  many  think  it  will,  the  present 
taxation  which  so  many  think  is  heavy  will  appear  insignificant  in 
comparison  with  what  it  should  have  been.  In  such  case  it  is  not  at 
all  unlikely  that  the  next  generation  will  condemn  us  with  as  much 
or  more  reason  than  we  condemn  the  past  for  shortsightedness,  in- 
ability to  learn  from  experience,  and  unwillingness  to  do  social  justice. 

N.  I.  Stone. — Professor  Adams  stated  in  the  course  of  his  remarks 
that  "capital  is  but  capitalized  profits."  I  hope  he  did  not  mean  lit- 
erally what  he  said,  for  the  practical  application  of  this  principle,  if 
literally  interpreted,  it  seems  to  me,  would  cut  the  ground  from  under 
the  excess-profits  tax.  The  excess-profits  tax  is  based  upon  the  idea  of 
a  profit  in  excess  of  what  is  regarded  as  a  normal  profit;  but  if  all 
profits  made  in  a  business,  be  they  high  or  low,  can  be  capitalized,  they 
will  assume  the  form  of  a  normal  return  upon  the  capital  thus  defined. 
There  will  be  no  excess  profits  under  this  construction  of  capital,  and 
the  excess-profits  tax  will  automatically  vanish. 

R.  R.  BowKER. — ^Agreeing  fully  with  Professor  Adams,  that  the 
excess-profits  tax  has  come  and  should  come  to  stay,  whether  in  its 
present  form  or  with  modifications,  in  line  with  Professor  Seligman's 
suggestion,  may  I  point  out — very  modestly  as  becomes  a  mere  busi- 
ness man  in  the  high  presence  of  professors — ^that  this  tax  is  thor- 
oughly in  accord  with  a  general  scheme  of  taxation  which  has  been  in 
process  of  quiet  evolution  in  this  country  without  much  attention  to 
the  general  principle  underlying  it  We  have  heard  much  of  social 
justice  as  an  economic  aim,  and  a  system  of  taxes  which  involves  ex- 
emption as  a  minimum  of  normal  returns,  and  differential  or  graded 
taxation  of  supernormal  returns  is  thoroughly  in  accord  with  that  aim, 
preventing  the  rich  becoming  richer  in  inordinate  degree  and  the  poor 
becoming  poorer.  This  is  the  underlying  principle,  applied  through 
rent,  of  the  Henry  George  scheme,  a  scheme  which  he  sought  to  con- 
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fine  to  a  single  tax  on  land  as  the  key  to  the  entire  economic  situation. 
The  "single  taxers"  have  evoked  an  ardent  enthusiasm  which  has  be- 
come almost  religious  fervor^  as  in  the  interest  of  social  justice.  Those 
of  us  who  are  known  by  the  contradictory  term  of  "limited  single 
taxers"  may  gladly  see  the  underlying  principle  applied  to  other 
subjects  of  taxation^  as  a  measure  of  sound  economics  as  well  as  social 
justice.  The  theory  of  the  social  increment  seems  applicable  to  other 
returns  than  those  from  land^  for  the  man  who  enjoys  a  supernormal 
income  or  who  has  amassed  a  large  fortune  to  bequeath  to  his  heirs,  or 
the  corporation  which  earns  excess  profits,  does  so  because  the  commun- 
ity contributes  to  the  result  by  its  cooperation  or  patronage,  in  propor- 
tion to  the  largeness  of  the  return.  A  manufacturing  corporation  may 
return  to  the  public  this  benefit  from  the  public  by  decreasing  the 
price  of  its  product  as  proportionate  cost  decreases,  or  through  taxes 
proportionate  to  its  excess  profits.  This  form  of  taxation  goes  far  to 
meet  the  just  complaints  and  sound  desires  of  the  Socialist  Party,  with- 
out adopting  the  extreme  principles  of  collectivism  which  would 
diminish  if  not  destroy  the  economic  value  of  individual  effort,  and 
should  be  in  the  interest  of  good  politics  as  well  as  sound  economics. 
For  these  reasons,  I  have  long  believed  and  for  years  past  have  ex- 
pressed the  belief  that  the  general  scheme  of  taxation  exemplified  in 
the  excess-profits  tax — perhaps  limited  in  amount  to  a  maximum  of 
50  per  cent,  so  that  productive  efforts  shall  not  be  discouraged — may 
prove  the  solution  of  many  of  our  economic  difficulties  and  political 
problems,  and  ultimately  replace  other  and  less  just  methods  of 
taxation. 
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By  Benjamin  H.  Hibbabd 
The  University  of  Wisconsin 

Out  of  several  topics  relating  to  land  colonization  this  one  has 
been  selected  as  possibly  the  most  basic.  Colonization,  if  it  may 
be  called  such,  is  practiced  on  public  land,  and  other  land  not  in 
farms,  more  often  and  more  easily  than  on  land  already  in  farms, 
though  it  may,  and  does,  take  place  on  the  latter. 

The  total  amount  of  land  in  the  United  States  is  a  little  under 
SyOOOyOOOyOOO  acres.  Approximately  half  of  this  is  in  farms, 
leaving  a  billion  acres  not  in  farms.  Somewhat  less  than  half  of 
the  land  not  in  farms  is  publicly  owned,  while  over  600,000,000 
acres  which  for  some  reason  or  other  has  made  its  way  into  private 
hands  has  not  yet  become  part  of  the  farm  land  of  the  country. 
A  brief  sketch  will  show  how  we  come  to  have  over  400,000,000 
acres  of  public  land  left,  and  where  it  is.  Not  so  much  can  be 
done  for  the  other  half  billion  acres,  since  the  information  is  not 
available. 

The  Remaining  Public  Lands 

To  begin  with  the  government  has  at  one  time  or  another  held 
the  title  of  ownership  to  a  billion  acres  of  land,  or  a  little  over 
half  of  the  entire  amount.  No  other  country  in  modem  times 
has  had  such  a  quantity  of  virgin  soil,  substantially  unoccupied, 
open  for  settlement,  and  at  the  same  time  easily  subdued  and 
habitable,  as  has  the  United  States  during  the  past  century.  The 
absorption  of  this  domain  proceeded  slowly  prior  to  1850,  due 
to  lack  of  railroads  and  farm  implements.  From  1850  to  1890 
the  spread  of  population  into  the  West  was  tremendous.  The 
increase  in  the  amount  of  land  in  farms  improved  and  unimproved 
was  greater  than  the  increase  in  population  for  the  first  ten  years 
of  this  period,  since  which  time  it  has  steadily  declined  relatively 
until  in  1910  there  was  but  three-fourths  as  much  land  in  farms 
per  capita  as  in  1850.  From  1850  to  1880  the  increase  in  popula- 
tion was  117  per  cent;  the  increase  in  land  in  farms  88  per  cent. 
From  1880  to  1900  the  population  increased  60  per  cent ;  the  land 
in  farms  increased  66  per  cent;  but  by  the  latter  date  the  situa- 
tion was  reversed  and  from  1900  to  1910  population  increased 
20  per  cent;  land  in  farms  6  per  cent.     Thus  the  land  basis  of 
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food  production  has  been  constantly  narrowed.  The  fanners  of 
the  period  from  1870  to  1900  competed  so  among  themselves 
that  prices  of  produce  were  held  at  a  ruinously  low  leveL  Since 
that  time  farm  prices  have  been  on  the  up  grade.  We  have  pro- 
duced seven  bushels  of  wheat  per  capita  instead  of  nine;  about 
49  bushels  of  cereals  all  counted,  in  place  of  the  64  bushels  of 
1880,  a  decrease  of  some  10  per  cent.  Of  course  this  does  not 
signify  that  we  are  getting  short  of  food.  It  does  signify  that  we 
are  producing,  relatively,  a  smaller  surplus.  In  other  words 
population  is  growing  faster  than  the  food  supply.  We  are  not 
approaching  starvation ;  we  are  approaching  a  time  when  we  shall 
have  to  pay  more  attention  to  our  resources  instead  of  using  them 
lavishly. 

We  have  a  land  problem  in  the  making.  Free  land,  accessible, 
easy  to  bring  under  cultivation,  which  a  man  could  find  and  man- 
age almost  independently  is  supposed  to  have  disappeared  about 
1890.  President  Francis  A.  Walker  ten  years  before  that  time 
said :  ^^It  is,  indeed,  an  astonishing  announcement  that  the  public 
land  system,  so  far  as  relates  to  agricultural  settlers,  has  virtually 
come  to  an  end;  that  the  homestead  and  preemption  acts  are 
practically  exhausted  of  their  contents."^ 

Since  the  latter  part  of  the  1890-1900  decade  prices  have  been 
high — ^prices  of  farm  produce,  and  in  consequence  of  farm  land. 
In  few  places  in  the  world  is  farm  land  so  high  in  price  as  in  the 
com  belt  area  of  the  Middle  West.  Not  only  is  land  high  in 
accordance  with  the  value  of  its  product ;  it  is  higher  in  price  than 
the  product  would  seem  to  warrant.  For  instance  in  Iowa  a  re- 
cent study  showed  that,  based  on  productivity,  farm  land  should 
sell  for  $126  an  acre.  Actually  it  was  selling  in  the  same  locality 
for  $200.  President  Walker  was  mistaken  in  believing  that  not 
much  land  would  be  homesteaded  after  1880.  He  was  right,  even 
though  he  set  the  date  a  little  early,  in  believing  that  free  land 
would  soon  play  a  different,  a  minor,  role  in  its  relation  to  farm 
ownership,  farm  values,  and  the  social  problems  involved. 

We  are  getting  the  effect  of  a  larger  population  on  a  given 
area.  In  Iowa,  for  example,  the  value  of  farm  land  has  outrun 
the  ability  of  young  men  to  buy  it.  They  were  remaining  tenants 
some  five  years  longer  in  1910  than  in  1890,  and  there  is  good 
evidence  to  show  that  this  period  has  been  much  prolonged  during 
the  past  seven  years.    The  tenant  of  1890  bought  a  farm  at  thirty 

1  Tenth  Census,  Statistics  of  Agriculture,  p.  XXXII. 
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years  of  age.  He  now  is  approaching  forty  by  the  time  he  is 
able  to  buy.  We  have  always  excused  our  high  percentage  of 
tenancy  on  the  ground  that  anyhow  it  was  a  step  toward  owner- 
ship. Should  these  steps  be  lengthened  much  more  there  will  be 
a  large  number  unable  to  take  them.  We  have  been  proud  to 
think  that,  aside  from  the  negroes,  we  had  no  tenant  class.  Should 
the  period  of  tenancy  be  lengthened  another  five  years  we  shall 
certainly  have  a  tenant  class.  In  Iowa  the  tenants  numbered  88 
per  cent  in  1910.  The  state  census  of  1915  shows  them  to  have 
increased  to  48  per  cent.  At  this  rate  Iowa  will  soon  be  a  state 
in  which  tenants  are  more  plentiful  than  owners. 

The  problems  of  land  and  labor  have  long  been  associated.  Not 
agricultural  labor,  but  labor  in  the  larger  sense.  The  organized 
laborers  of  the  country  took  a  prominent  part  in  the  discussion 
of  land  questions,  especially  from  1860  to  1870.  The  land  was 
a  means  of  escape  for  all  who  did  not  like  the  conditions  imposed 
by  employers.  While  we  have  heard  from  it  but  infrequently  of 
late  the  interest  of  the  laborer  in  the  public  domain  has  not  yet 
passed.  The  Grosser  bill  introduced  in  Congress  last  August  was 
an  attempt  to  make  the  unused  lands  of  the  country  the  basis 
of  a  solution,  in  part  at  least,  of  the  question  of  unemployment. 

The  continual  recurrence  of  the  question  of  labor  in  its  relation 
to  land  calls  to  mind  the  words  of  Jefferson:  "Whenever  there 
are  in  any  country  uncultivated  lands  and  unemployed  labor,  it 
is  clear  that  the  laws  of  property  have  been  so  far  extended  as 
to  violate  natural  rights."  This  of  course  applies  to  land  which 
has  become  private  property  but  is  not  used.  Much  the  same 
belief  induced  Lord  Macauley  a  half  century  later  to  write  re- 
l^arding  America:  "The  test  of  your  democracy  will  come  after 
the  exhaustion  of  your  free  lands." 

The  disposition  already  made  of  the  public  domain  of  the 
United  States  and  the  portions  remaining  may  be  summed  up  as 
follows:  Exclusive  of  Alaska  the  public  domain  once  equalled 
about  1,000,000,000  acres  of  land.  We  have  sold  one-fourth  of 
it;  granted  170,000,000  acres  in  homesteads;  160,000,000  acres 
to  railways ;  188,000,000  to  states  for  educational  purposes ;  and 
about  100,000,000  acres  in  lesser  gifts  and  cessions.  Thus  we 
have  disposed  of  three-quarters  of  the  original  amount.  There 
is  left  5^80,000,000  acres,  besides  160,000,000  acres  of  forest  re- 
serve. In  extent  the  public  domain  still  open  to  settlement  is 
equal  to  ten  states  the  size  of  Pennsylvania,  or  four  the  size  of 
Washington. 
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Again  and  again  during  the  past  thirty-five  years  men  who 
presumably  knew  announced  that  the  period  of  the  homestead 
was  about  past.  Nevertheless  the  figures  from  the  land  office  con- 
tinue to  show  that  the  homesteaders  are  not  only  still  with  us, 
but  in  constantly  increasing  numbers.  During  the  first  twenty 
years  of  the  homestead  act  land  was  disposed  of  at  the  rate  of 
about  8,000,000  acres  a  year.  It  went  up  to  three  and  four 
millions  during  the  nineties,  and  since  then  has,  during  the  past 
four  or  five  years,  ranged  from  seven  to  ten  million  acres  a  year, 
while  under  the  grazing  homestead  act  applications  were  made 
during  the  first  seven  months  of  1917  for  twenty-four  million  acres, 
almost  a  tenth  of  the  present  area  open  to  settlement. 

The  remarkable  rapidity  with  which  land  has  been  taken  up 
under  the  homestead  provision  is  due  in  no  small  part  to  the  re- 
cent changes  that  have  been  made  in  the  homestead  laws.  The 
first  homestead  act  was  designed  to  fit  the  conditions  of  the  west- 
em  part  of  the  Middle  West.  It  did  fit  those  conditions  admirably. 
At  the  same  time  it  was  applicable  to  substantially  all  govern- 
ment land.  Land  was  homesteaded  for  the  purpose  of  getting 
control  of  the  watering  places  for  cattle  on  the  range,  and  by 
this  means  vast  areas  of  grazing  land  controlled.  Homesteads 
were  taken  in  the  heaviest  forested  regions,  and  the  fields  which 
the  homesteaders  cleared  among  the  trees  were  like  the  bishop's 
garden,  very  small  measured  in  the  horizontal  plane,  but  ^Von- 
drous  high."  After  these  abuses  had  been  going  on  in  a  flagrant 
manner  for  a  quarter  or  third  of  a  century,  the  demand  for  a 
modification  to  fit  conditions  became  irresistible.  However,  one 
must  hasten  to  say  that  it  was  not  so  much  the  abuse  that  in- 
duced the  reform  as  it  was  the  inability  of  the  homesteader  to 
make  a  living  on  a  homestead  in  a  region  of  little  rainfall,  and 
devoid  of  streams,  lakes,  or  forests.  In  other  words  it  was  the 
exigencies  of  the  homesteader,  rather  than  the  interest  of  the 
public,  that  brought  about  the  change.  The  homesteader  on  a 
quarter  section  of  land  west  of  the  100th  meridian  had  hard  work 
to  stay  out  the  required  length  of  time.  Early  attempts  to  ad- 
just the  matter  are  to  be  seen  in  the  Timber  Culture  Act,  the 
Timber  and  Stone  Act,  the  Desert  Entry  Act.  Recently  we  have 
given  him  more  land,  and  required  less  of  him.  There  was  the 
Kinkaid  Homestead  Act  appljring  to  land  in  Nebraska,  giving 
640  acres.  Then  came  the  "enlarged  homestead"  of  820  acres, 
first  with  restricted  applications,  later  made  fairly  general.    Next 
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came  the  concession  of  a  three-year  residence  in  place  of  five,  a 
concession  based  very  directly  on  the  Canadian  competition  for 
settlers.  Finally  we  are  now  giving  to  homesteaders  640  acres 
of  land  and  requiring  but  three  years  residence  and  a  small  ex- 
penditure for  improvements  in  lieu  of  cultivation  as  required  in 
other  cases. 

Thus  are  the  laws  modified  to  fit  the  case  with  a  view  to  making 
the  remaining  government  land  attractive.  Popularly  this  land 
is  supposed  to  have  little  value,  but  notice  the  words  of  the  Com- 
missioner of  the  Greneral  Land  Office:  ^^Thus  we  have  in  what  is 
left  of  our  national  domain  not  a  mere  remnant  to  be  lightly  dis- 
posed of  as  having  no  longer  a  federal  value,  but  a  vast  store- 
house of  wealth  and  resources  upon  which  the  physical  develop- 
ment of  the  country  at  large  will  be  ultimately  dependent."^ 

How  intelligently  are  the  settlers  being  chosen  and  fitted  to  the 
land?  They  are  not  being  chosen  at  all,  or  perhaps  it  might  be 
said  that  many  are  called,  and  all  are  chosen.  It  would  be  im- 
possible to  correlate  man  and  land  power  with  any  degree  of  ac- 
curacy, since  the  qualities  and  powers  of  the  land  are  not  yet  at 
all  wdl  known.  The  government  is  making  a  classification  which 
is  vastly  better  than  none.  Up  to  the  present  time,  with  few 
exceptions,  the  settler  or  purchaser  has  done  the  classifying  as 
he  chose.  Not  much  information  is  at  hand  respecting  the  per- 
centage of  failures  of  those  who  take  up  government  land.  An 
estimate  was  recently  made  in  a  section  of  Montana.  Out  of 
125,000  families  going  to  the  state  in  ten  years,  60  per  cent 
brou^t  about  $1900  in  money,  besides  a  carload  of  goods,  per 
family.  The  other  40.  per  cent  were  irresponsible,  with  little  or 
nothing,  and  four  out  of  five  failed. 

On  one  of  the  government  reclamation  projects  over  half  of  the 
settlers  abandoned  the  enterprise  after  spending  much  time  and 
money,  and  this  appears  to  be  hardly  an  exception.  From  the 
standpoint  of  engineering  the  Reclamation  Service  has  succeeded 
admirably.  From  the  standpoint  of  the  economic  factors  involved 
not  so  much  can  be  said.  We  are  letting  the  people  experiment 
with  dry  land,  wet  land,  and  irrigated  land,  and  the  percentage 
of  failures  is  high.  Can  the  state  afford  to  sanction  so  many  of 
these  blind  ventures?  Or  mi^t  it  not  be  well  for  society  to  under- 
take the  expense,  and  guide  the  process  of  experimentation? 

9  Beport  of  CominissioDer  of  the  General  Land  Office,  1916»  p.  65. 
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Use  of  the  PubUc  Domain 

From  the  beginning  the  public  domain  has  been  free  in  several 
senses,  especially  for  grazing  purposes.  It  has  been,  and  is,  too 
free.  Some  system  has  been  worked  into  the  use  of  the  national 
forest  reserves,  and  their  range  value,  under  restrictions,  has  im- 
proved. With  respect  to  the  use  of  the  grazing  lands  outside  the 
forest  reserves,  it  has  to  be  admitted  that  while  the  government 
has  done  much  excellent  work  in  the  study  of  forage  plants,  and 
the  desirability  of  limiting  the  use  to  be  made  of  the  range,  prac- 
tically, the  stockmen  have  done  as  they  pleased.  This  has  been 
disastrous,  since  no  assurance  of  continued  use  has  been  offered, 
and  who  would  improve  land  this  year  with  little  prospect  of  re- 
taining any  hold  on  the  results  for  following  years?  The  stock- 
men have  followed  the  natural,  though  shortsighted,  policy  of 
getting  all  possible  out  of  the  ranges  from  year  to  year.  The 
result  is  a  depleted  range. 

The  states,  on  the  contrary,  with  a  price  on  their  lands  ap- 
proaching Wakefield's  "sufficient  price,'*  themselves  deciding  when 
the  land  shall  be  sold,  have  been  renting  it  out  at  6  to  85  cents 
per  acre,  gaining  a  revenue,  and  putting  grazing  on  a  securer 
basis.  One  state,  California,  is  even  undertaking  to  grapple  with 
the  settlement  question. 

Privately  Owned  La/nd  Not  in  Farms 

In  amount  this  quantity  exceeds  the  remnant  of  the  public  do- 
main. About  560,000,000  acres  of  land  other  than  farm  land 
are  held  by  individuals  or  corporations.  It  is  hard  to  say  where 
it  all  is.  To  begin  with,  roughly  35,000,000  acres  are  occupied 
by  cities  and  towns.  Over  two  and  a  half  millions  are  used  in 
railroad  rights  of  way.  Parks  and  pleasure  grounds  and  ceme- 
teries will  accoimt  for  a  very  few  million  acres  more.  Seventy-five 
million  acres  are  undrained  swamp  or  overflow  lands.  Perhaps 
150,000,000  to  200,000,000  acres  are  liunped  off  under  the  cap- 
tion "cut-over  lands.*'  These  quantities  account  for  but  half  of 
the  total  amount.  The  balance  is  mainly  forest.  In  fact  the 
privately  owned  forests  are  greater  in  extent  than  the  amount 
of  land  not  included  in  the  figures  given.  This  is  because  of  over- 
lappings  of  farms  and  forests.  The  data  are  not  at  hand  from 
which  to  present  an  exact  classification.  However,  enough  has 
been  said  to  make  it  plain  that  no  very  great  tracts  of  usable 
agricultural  land,  such  as  prairies,  semi-arid  grazing  land^  or 
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other  tracts  valuable  for  agriculture,  are  being  held  out  of  use 
by  speculators.  Much  cut-over  land  is  undoubtedly  held  at  too 
high  a  figure,  yet  the  evils  of  speculation  are  found  less  outside 
of  land  used  for  agriculture  than  in  connection  with  it. 

The  most  important  bodies  of  land  not  in  farms  to  be  brought 
into  agricultural  use  in  the  near  future  are  undoubtedly  the  cut- 
over  districts.  In  extent  they  comprise  an  empire,  substantially 
equivalent  in  area  to  two  Califomias.  Many  of  these  acres  are 
as  fertile  as  the  average  land  now  tilled.  The  cut-over  area  is 
not  literally  held  out  of  use  by  men  who  intend  to  keep  it  a  life- 
time. On  the  contrary,  it  is  held  by  men  who  are  willing  enough 
to  sell,  but  incidentally  want  to  make  a  good  sale.  They  have 
usually  not  been  much  interested  in  the  welfare  of  the  settler, 
and  have  sold  to  anybody  who  wished  to  buy.  It  is  not  lack  of 
opportunity  to  buy  that  stands  in  the  way ;  neither  is  it  so  much 
the  initial  price;  it  is  rather  the  cost  of  bringing  the  land  from 
its  raw,  wild  state  into  subjection.  In  northern  Wisconsin  settlers 
clear  land  at  the  rate  of  two  or  three  acres  a  year.  From  the 
standpoint  of  agriculture  it  is  hopeless  so  far  as  any  prompt  re- 
sults are  concerned.  From  the  present  standpoint  of  the  use  of 
labor  it  is  wasteful  The  task  is  too  great  for  the  powers  of 
the  man. 

Much  of  this  land  can  be  utilized  for  some  years  without  a 
radical  job  of  clearing.  It  can  be  pastured  and  in  the  meantime 
nature  will  do  the  greatest  part  of  the  work  of  stump  removal. 
While  individual  land  agents  are  working  in  the  interest  of  so- 
ciety, it  is  to  be  doubted  that  the  majority  of  them  are.  It  is 
encouraging  to  see  that  some  important  groups  of  such  land- 
holders are  setting  the  pace  in  far-reaching  land  development 
policies.  The  most  conspicuous  example  of  a  vision  of  this  kind 
is  that  of  the  Southern  Cut-over  Land  Association.  This  asso- 
ciation is  raising  money  by  voluntary  taxation  with  which  to 
develop  a  workable,  permanent  colonization  plan  whereby  land 
may  be  not  merely  sold,  but  developed,  and  made  the  basis  of 
community  life  and  civilization.*  Another,  and  a  remarkable  in- 
stance of  close,  supervised,  settlement  by  a  private  company  al- 
ready in  operation  in  the  North  will  be  discussed  later  on  the 
program.  At  best  it  must  be  admitted  that  the  problem  of  the 
cut-over  land  is  not  yet  solved. 

«  Th0  Dawn  of  a  New  Constructive  Era.    Cut-over  Land  Ck>nference,  New 
Orleans,  1917. 
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Land  Yet  Available  for  Food  Production 
The  question  is  often  asked  as  to  how  much  land  we  have  left 
available  for  food  production.  No  one  is  wise  enough  to  answer. 
Probably  a  thousand  years  from  now  three-fourths  of  the  land 
area  of  the  United  States  will  be  so  used.  We  are  not  concerned 
about  such  a  condition.  We  are  concerned  about  the  less  remote 
future.  The  Department  of  Agriculture  some  three  years  ago 
made  a  questionnaire  survey  of  the  land  of  the  country  to  deter- 
mine approximately  the  amount  of  land  which  might  ultimately 
be  tilled.  The  replies  received,  from  over  thirty-five  thousand 
people,  indicate  that  for  every  acre  now  in  crop  there  are  in  the 
country  two  and  three-fourths  tillable  acres  not  in  crops.  In 
other  words  we  are  tilling  but  S7  per  cent  of  the  tillable  land. 
Various  groups  of  reformers  at  once  seized  upon  this  statement 
as  the  basis  of  discourse.  Eloquent  stories  were  written  involving 
a  mixture  of  fact  and  fiction  in  about  the  ratio  in  which  these 
ingredients  are  found  in  Robinson  Crusoe,  but  alas,  while  Robin- 
son Crusoe  is  charming  in  spite  of  its  narrow  basis  of  fact,  these 
harangues  and  invectives  dissolve  on  being  subjected  to  the  acid 
test.  The  report  given  by  the  Department  of  Agriculture  is  the 
best  we  have  on  the  one  point  of  arability.  It  does  not  purport 
to  reveal  any  facts  as  to  the  obstacles  in  the  way  of  tillage,  or 
the  degree  of  desirability  or  futility  involved.  For  instance  all 
pasture  land  which  could  conceivably  be  plowed  was  included. 
Here  we  have  84,000,000  acres,  a  tract  the  size  of  Ohio,  Indiana, 
and  Illinois,  presumably  doing  duty  as  well  as  practicable  under 
the  present  conditions.  Again  we  find  56,000,000  acres  of  this 
untilled  but  tillable  land  in  Nevada,  a  region  too  alkaline  to  grow 
a  good  crop  of  sage  brush,  and  in  large  part  too  desolate  for  jack 
rabbits  and  coyotes.  In  other  western  states  is  to  be  found  the 
great  body  of  this  land  physically  capable  of  cultivation  but  not 
yet  cultivated.  Indeed  dry  farming  is  progressing  rapidly  in 
these  states  and  the  danger  is,  not  that  land  capable  of  con- 
tributing food  for  the  nation  will  be  left  untilled,  but  that  settlers 
arriving  too  rapidly  will  take  fairly  good  grazing  land  and  con- 
vert it  into  sub-marginal  farm  land  to  their  own  undoing.  Further- 
more, half  of  the  farm  land  is  listed  by  the  Census  Bureau  as 
unimproved,  and  in  this  category  is  found  a  very  great  deal  of 
land  which  might  be  tilled.  There  are  193,000,000  unimproved 
acres  of  farm  land  not  in  pasture,  but  this  is  frequently  put  to 
good  use.    Some  of  it  is  natural  meadow ;  much  more  is  woodlandf 
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relatively  little  is  waste;  and  the  amount  of  waste  is  being  re* 
duced  each  year. 

A  National  Land  Policy 

Not  only  are  we  without  a  land  policy  of  a  comprehensive  na- 
ture, we  are  not  ready  to  formulate  one.  We  do  not  know  how 
much  land  we  have  available  for  farming  purposes.  Or  if  we 
know  nearly  enough  how  much  there  is  of  it»  we  know  next  to 
nothing  as  to  its  capabilities.  The  government  is  now  making  a 
hasty  classification  of  much  of  its  land,  but  land  cannot  be  classi- 
fied at  a  glance.  The  dean  of  agriculture  in  one  of  the  mountain 
states  writes  that  ten  years  ago  he  advised  against  the  home- 
steading  of  a  certain  area  of  land  on  the  ground  that  it  was  more 
valuable  for  grazing  purposes.  It  seemed  too  dry  and  too  wind- 
swept for  crops.  Yet  since  that  time  it  has  been  homesteaded  and 
the  settlers  are  succeeding. 

Liand  is  constantly  being  classified  by  settlers,  but  at  great 
expense.  We  need  first  a  census  that  will  tell  us  who  owns  the 
land,  giving  especially  the  extent  and  location  of  individual  hold- 
ings. Secondly,  we  need  a  survey  of  the  land.  This  should  be 
correlated  with  such  surveys  as  are  imder  way,  particularly  the 
soil  survey,  adding  to  the  physical  facts  which  are  being  gathered 
all  the  available  economic  information.  Thirdly,  we  need  a  policy 
formulated  which  shall  have  for  its  object  the  location  of  suitable 
settlers  on  land  under  favorable  circumstances,  circumstances 
likely  to  lead  to  success.  Fourthly,  as  a  problem  sure  to  become 
urgent,  we  need  a  plan  for  settling  returned  soldiers  and  sailors 
on  land.  They  will  soon  be  coming  back,  but  not  back  to  their 
old  employments.  For  many  of  them  the  old  employments  will 
be  gone,  or  the  places  filled  by  other  men  or  by  machines.  Can- 
ada, Australia,  and  New  Zealand  have  such  policies  ready  for 
operation.  A  new  adjustment  will  be  imperative.  Much  of  this 
can  be  done  in  connection  with  vacant  lands.  Such  a  policy  would 
necessarily  be  administered  through  a  commission.  It  would,  if 
successful,  decide  scientifically  many  questions  of  fundamental 
consequence  which  are  now  being  decided  with  respect  to  privately 
owned  land  by  clever  land  agents,  and  with  respect  to  the  govern- 
ment domain  by  anyone  who  takes  a  notion  that  it  would  be  a 
good  thing  to  own  a  piece  of  land,  and  blindly  takes  up  a  home- 
stead. 
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Do  We  Need  More  Farm  Lamd  Now? 

Right  now  we  need  to  add  to  the  food  supply.  Shall  it  be  by 
developing  new  land?  This  would  hardly  seem  to  be  the  easiest 
way  except  in  so  far  as  it  can  be  done  with  little  labor.  Grazing 
may  be  extended,  and  on  some  of  our  undeveloped  lands  grazing 
opportimities  are  now  going  to  waste.  Whenever  a  given  amount 
of  labor  and  capital  will  produce  more  on  this  wild  land,  at  once, 
than  is  being  produced  by  such  labor  and  capital  as  now  employed, 
or  likely  to  be  employed,  there  is  a  clear  gain  in  developing  the 
new  land.  However,  the  cry  for  more  labor  on  the  farm  land  now 
operated  is  hardly  in  accord  with  a  demand  for  the  preparation 
of  new  fields  on  which  an  initial  expenditure  of  labor  and  capital 
is  demanded  before  cultivation  or  other  utilization  may  be  begun. 
Rather  we  need  more  fertilizer,  more  machines,  and  all  the  labor 
available  on  the  farms  as  they  are.  But  more  than  at  any  previous 
time  do  we  need  statesmanship  in  formulating  plans  for  the  future 
utilization  of  land,  in  order  that  it  may,  so  far  as  possible,  be 
owned  by  those  who  till  it;  cultivated  so  as  to  make  it  produce 
without  undue  depletion  of  its  powers;  and  be  sold  when  need  be 
on  the  basis  of  its  productive,  rather  than  its  speculative,  value. 
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WORK    OF    THE    OFFICE    OF    FARM    MANAGEMENT 

RELATING  TO  LAND   CLASSIFICATION 

AND  LAND  TENURE 

By  W.  J.   SPIIiLMAN 

United  States  Department  of  Agriculture 

It  is  an  old  saying  that  foresight  is  better  than  hindsight,  but 
it  is  not  in  the  nature  of  most  men  upon  whom  problems  of  im- 
mediate importance  are  pressing  to  neglect  those  for  others,  how- 
ever important,  that  relate  only  to  the  future.  Considering  the 
pressure  under  which  most  of  us  work,  it  is  not  surprising  that 
we  do  not  attempt  to  cross  bridges  before  we  come  to  them. 

Until  recently  we  have  had  in  the  West  what  the  general  public 
thoughtlessly  regarded  as  an  inexhaustible  supply  of  the  richest 
farming  land  in  the  world.  It  was  a  common  saying  that  ^^Uncle 
Sam  is  rich  enough  to  give  us  each  a  farm."  It  was,  of  course, 
realized  that  sometime  the  free  lands  would  become  exhausted, 
but  this  was  a  problem  of  the  future  with  which  future  generations 
could  deal  when  they  came  to  it. 

I  do  not  mean  to  imply  that  here  and  there  discerning  indi- 
viduals did  not  foresee  the  necessities  that  would  soon  arise  as 
the  result  of  land  shortage.  But  a  few  individuals  urging  upon 
the  people  the  necessity  for  action,  the  need  for  which  is  not  gen- 
erally apparent,  can  usually  accomplish  little.  They  can,  how- 
ever, disseminate  knowledge  that  will  be  highly  useful  when  the 
occasion  for  its  use  becomes  apparent  to  all,  so  that  a  problem 
that  suddenly  becomes  pressing  need  not  necessarily  be  wholly  new 
and  unexpected. 

As  long  as  the  prospective  farmer  could,  by  moving  a  few  days' 
journey  to  the  westward,  acquire  a  farm  on  virgin  soil  for  prac- 
tically nothing,  it  was  not  possible  for  farm  lands  already  settled 
to  have  a  market  value  commensurate  with  the  security  they  offer 
to  the  investor;  nor  could  there  arise  a  problem  of  tenantry,  for 
tenants  were  in  position  to  exact  considerate  treatment.  It  was 
so  easy  for  them  to  become  owners  that  they  had  all  the  advantage 
in  bargaining  with  landlords. 

The  virtual  exhaustion  of  the  public  domain  so  far  as  good 
farm  lands  are  concerned  has  changed  all  this.  During  the  decade 
ending  with  1910  farm  lands  increased  in  market  value  per  acre 
108  per  cent,  in  spite  of  the  fact  that  most  of  the  new  farm  lands 
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were  intrinsically  less  valuable  than  the  older  lands.  Part  of  this 
increase  was  doubtless  due  to  rise  in  price  of  farm  products,  but 
only  part,  for  the  average  increase  in  prices  of  such  products  was 
only  67  per  cent.  The  other  important  factor  was  the  increased 
demand  for  improved  farm  land  on  the  part  of  those  who  in  former 
times  would  have  taken  up  new  land.  But  even  the  67  per  cent 
rise  in  prices  of  farm  products  was  itself  due  mainly  to  shortage 
of  land.  The  area  devoted  to  crops  for  which  acreage  is  reported 
increased  during  the  last  three  census  periods  at  percentage  rates 
of  SS,  S9,  and  10  respectively.  During  the  last  period  the  increase 
was  only  about  one-third  what  it  had  been  previously.  It  is  true 
that  production  per  acre  is  improving,  but  not  at  a  rate  sufficient 
to  compensate  for  per  capita  decrease  in  crop  area. 

The  bearing  of  all  this  is  evidept.  We  have  come  to  a  period 
in  our  national  development  when  land  has  become  the  most 
important  limiting  factor  in  the  further  development  of  our  agri- 
cultural resources.  It  is  therefore  time  to  take  stock  of  our  re- 
sources in  land. 

In  the  past,  the  people  of  the  United  States  h^ve  produced  a 
large  amount  of  wealth  per  capita  annually.  The  standard  of 
living  has  therefore  been  high  as  compared  with  the  peoples  of 
Europe,  where  population  is  relatively  larger  in  comparison  with 
natural  resources.  It  is  essential  that  we  defer  as  long  as  possible 
the  time  when  these  resources  must  be  subdivided  between  so  many 
individuals  that  the  individual  portion  shall  be  too  small  to  permit 
a  satisfactory  standard  of  living. 

Three  factors  may  contribute  to  this  end.  First,  we  may  de- 
velop latent  resources,  such  as  are  represented  by  land  yet  un- 
improved but  adapted  to  improvement.  Second,  we  may  make 
more  intelligent  use  of  land  already  in  use,  and  thus  increase  its 
output.    The  remaining  alternative  is  limitation  of  population. 

The  last  alternative  is  a  subject  for  the  consideration  of  immi- 
gration officials  and  eugenicists.  Increased  production  per  acre  is 
a  matter  of  agronomic  research  and  education.  The  bringing  into 
use  of  new  areas  of  land  is  the  meat  of  the  subject  before  us  for 
consideration  here  today. 

As  long  as  good  farm  land  was  abundant  and  readily  available, 
a  knowledge  of  that  fact  sufficed.  But  when  we  become  limited 
as  we  now  are  to  lands  less  easily  made  available,  lands  requiring 
the  expenditure  of  much  labor  and  money  in  their  subjugation, 
a  census  of  farm  land  has  become  imperatively  necessary  to  our 
continued  progress  as  an  agricultural  people.    This  census  should 
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give  U8  information  as  to  the  present  tenure  and  use  of  land,  and 
as  to  its  agricultural  adaptability. 

In  this  connection  it  is  of  interest  to  know  that  the  present 
Director  of  the  Census  realizes  fully  the  importance  of  this  work, 
and  has  already  taken  steps  looking  toward  a  census  both  of  farm 
lands  and  of  land  not  in  farms. 

While  land  may  be  classified  in  many  ways,  depending  on  the 
purpose  the  classification  is  to  serve,  the  important  considerations 
from  the  standpoint  of  agricultural  resources  are  present  use  and 
natural  adaptation.  It  is  much  less  difficult  to  secure  data  on 
present  use  of  land  than  on  its  adaptation  to  various  purposes. 
The  farmer  can  readily  tell  you  the  use  he  is  making  of  the  various 
parts  of  his  farm.  But  no  one  knows  very  accurately  the  adapta- 
bility of  land  not  already  put  to  agricultural  use.  Besides,  the 
possibilities  of  any  given  land  area  depend  on  the  degree  of  in- 
tensity of  the  farming  justified  by  what  we  may  call  the  economic 
environment.  In  Italy,  land  is  used  for  olive  groves  or  vineyards 
that  in  Missouri  would  hardly  be  considered  fit  for  goat  pasture. 

The  Office  of  Farm  Management,  in  analyzing  the  business  of 
a  farm,  always  secures  an  account  of  the  use  to  which  the  various 
parts  of  the  farm  are  put.  Years  of  experience  in  this  work  have 
resulted  in  the  development  of  a  system  of  classifying  farm  land 
that  has  proven  very  satisfactory  in  interpreting  the  business  of 
the  farm.  The  land  classification  used  in  this  work,  based  solely 
on  use,  is  as  follows: 

Total  area  of  farm 

TiUable  area 

Crop  area 

Idle  or  fallow  crop  land . .  

TiUable  pasture 

Woods  pastured   

Other  pasture 

Woods  not  pastured 

Other  farm  land   

A  committee  appointed  by  the  Director  of  the  Census  has  rec- 
ommended the  use  of  this  system  of  classification  for  the  census 
of  1920,  and  its  adoption  is,  I  think,  probable.  If  it  is  adopted  it 
win  give  much  valuable  information.  I  may  add  that  in  planning 
the  campaign  last  spring  for  increased  production  this  year,  a 
knowledge  of  the  facts  concerning  pastures  possibly  available  for 
crops  became  evident.  The  Census  Bureau,  not  being  in  position  to 
"tabulate  this  material  from  the  last  census,  very  magnanimously 
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turned  all  the  farm  schedules  over  to  the  Office  of  Farm  Manage- 
ment and  the  tabulations  were  made  in  time  to  be  of  material  as- 
sistance for  fall  planting.  The  results  of  this  tabulation  are  now  in 
the  printers'  hands.  They  show  roughly  that  86  per  cent  of  the  farm 
lands  of  this  country  are  in  crops,  SS  per  cent  in  pasture,  and 
SI  per  cent  woodland,  waste  land,  etc.  Of  the  pasture  land  ap- 
proximately one-third  is  improved,  one-third  woodland,  and  one- 
third  other  unimproved  pasture. 

As  many  of  you  know,  Mr.  O.  E.  Baker,  of  the  Office  of  Farm 
Management,  with  several  assistants  and  numerous  collaborators, 
is  engaged  in  bringing  together  an  Atlas  of  American  Agriculture. 
One  section  of  this  atlas  is  devoted  to  Land  Classification  and 
Utilization,  and  another  section  to  Property  in  Land.  Under  the 
latter  heading  the  principal  subdivisions  are  Land  Values,  Land 
Tenures,  and  Land  Policies.  We  are  much  pleased  to  annoimce 
that  Professor  Ely  has  kindly  consented  to  become  responsible  for 
the  development  of  the  section  on  Land  Policies. 

In  the  section  on  Classification  of  Land,  the  system  of  classifica- 
tion adopted  is  based  as  largely  as  possible  on  the  potentialities 
of  the  land  for  agricultural  uses.  Mr.  Baker  is  now  at  work  as- 
sembling the  data  for  a  nine  section  map  showing  the  distribution 
of  the  various  land  areas.  The  entire  map  will  be  48  by  78  inches. 
It  is  realized  that  this  map  can  be  at  best  a  mere  approximation 
imtil  more  data  can  be  obtained  than  are  now  available.  The  sub- 
divisions of  land  to  be  indicated  on  the  map,  as  at  present  agreed 
upon,  but  subject  to  revision,  are: 


1.  Agricultural  land 


Irrigated 


Non-irrigated 
crop  land 


!In  crops 
Wild  bay  meadows 

Grade  A.     1st  quality 

Grade  B.     2d       " 

Grade  C.     3d       " 

Dry  farming  land.   Moderately  dry 

Dry  farming  land.   Rainfall  meagre 


2,  Grazing  land 


S.  Forest  land 


Grade  A.     Good  grass  land  pastures 
Grade  B.     Western  ranges 
Grade  C.     Desert  land  pastured 
^Sagebrush  land  pastured 

fBrusb  land 

^Woodland 

[Timberland 


4.  Alpine  summits  and  absolute  desert 
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The  Office  of  Farm  Management  has  for  several  years  devoted 
a  part  of  its  energies  to  a  study  of  methods  and  cost  of  bringing 
stump  lands  into  use  as  farm  land.  Several  bulletins  have  been 
issued  on  various  phases  of  this  subject.  Appropriations  for  this 
work  have  recently  been  discontinued- 

Proportion  of  farm  land  for  crops^  pasture,  timber,  etc, — ^In 
cooperation  with  the  Forest  Service  the  Office  of  Farm  Manage- 
ment recently  made  an  extended  study  of  the  farm  woodlot  from 
the  point  of  view  of  farm  woodlot  economy.  The  object  of 
this  study  was  to  ascertain  the  economic  status  of  the  woodlot 
as  a  farm  enterprise  in  different  sections  of  the  coimtry,  particu- 
larly the  proportion  of  the  farm  which  should  be  devoted  to  this 
enterprise.  The  results  of  this  investigation  are  now  practically 
ready  for  publication. 

The  office  is  also  making  studies  of  the  economics  of  pasture 
land,  with  a  view  to  ascertaining  the  proper  proportion  of  pasture 
land  in  a  well-balanced  system  of  agriculture  in  different  sections 
of  the  country. 

How  farmers  acquire  their  status. — ^Another  problem  imder 
investigation  by  the  Office  of  Farm  Management,  which  has  a  bear- 
ing on  the  general  problem  of  land  tenure  in  this  coimtry,  relates 
to  the  manner  in  which  the  farmers  now  occupying  American  farma 
acquired  their  present  status  of  tenant  or  owner.  How  farm 
owners  in  five  townships  of  Warren  County,  Illinois,  acquired  their 
status  is  shown  as  follows: 

How  462  Illikois  Farm  Owners  Acquired  Their  Farms 


Inheri- 

Mar- 

Purchase 

Total 

Per  cent 

Stages  passed^ 

From  near 

From 

of  grand 

tance 

nage 

relative 

others 

toUl 

F-H-T-0  .... 

2 

9 

•15 

74 

100 

22 

0/-H-T-0.   .   .   . 

_ 

2 

...    2 

2 

6 

1 

p ^T-0  .... 

85 

6 

54 

56 

150 

38 

Qf T-0  .... 

3 

_ 

4 

8 

10 

2 

F_H — O  .... 

- 

16 

5 

18 

88 

7 

0'»H 0  ... 

- 

2 

- 

2 

4 

1 

F -O  .... 

77 

9 

80 

18 

184 

29 

O' 0  .... 

8 

4 

5 

8 

25 

5 

ToUl    .... 

126 

46 

115 

176 

462 

100 

Per  cent  of  grand 

total   .... 

27 

10 

25 

38 

100 

iThe  meaning  of  the  symbols  in  colmnn  1  is  as  follows t  O  =  owner;  T  = 
tenant;  H  =  hired  man;  F  =  work  on  his  father's  farm;  O'  ==  from  other 
occupations. 
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It  will  be  noted  that  86  per  cent  of  these  farmers  skipped  the 
hired-man  stage,  8  per  cent  skipped  the  tenant  stage,  largely  be- 
cause they  married  girls  who  owned  farms,  while  84  per  cent 
skipped  both  these  stages.  Only  28  per  cent  climbed  the  entire 
agricultural  ladder.  The  majority  of  those  who  skipped  both 
hired  man  and  tenant  stages  acquired  their  farms  by  inheritance. 

These  investigations  are  being  widely  extended.  They  include 
consideration  of  the  length  of  the  various  stages  through  which 
men  pass  in  becoming  farm  owners.  The  field  data  in  this  investi- 
gation are  collected  by  Mr.  H.  H.  Clark  of  the  Office  of  Farm 
Management. 

Tenancy* — ^A  number  of  problems  under  investigation  in  the 
Office  of  Farm  Management  involve  various  phases  of  the  tenancy 
problem,  such  as  the  relation  of  land  prices  to  rental  values,  per- 
centage of  tenancy,  length  of  time  required  to  acquire  owner- 
ship, etc. 

The  lease  contract  is  considered  one  of  the  major  problems 
from  the  standpoint  of  farm  management.  Dr.  E.  V.  Wilcox, 
assisted  by  Mr.  E.  A.  Boeger  and  Mr.  H.  A.  Turner,  has  collected 
many  thousands  of  these  contracts  and  several  publications  have 
already  been  issued  relating  to  them.  Others  are  contemplated. 
We  are  beginning  to  arrive  at  a  conception  of  the  fundamental 
idea  underlying  the  lease  contract.  In  many  hundreds  of  cases 
a  careful  analysis  of  the  farm  business  has  been  made  with  a  view 
to  interpreting  the  terms  of  the  lease  contract  in  actual  income 
of  landlord  and  tenant. 

Ranch  Economics. — ^Another  line  of  work  conducted  by  the 
Office  of  Farm  Management  has  an  important  bearing  on  the 
settlement  of  the  range  country.  Originally,  the  homestead  laws 
parceled  out  the  land  in  farm  units  designed  to  be  suitable  for  a 
farm  business  that  would  adequately  support  a  farm  family.  On 
the  assumption  that  the  same  principle  would  result  in  the  satis- 
factory utilization  on  a  sound  economical  basis  of  the  range  coun- 
try, the  Office  of  Farm  Management  is  undertaking  to  determine 
the  optimum  magnitude  of  the  ranching  business;  that  is,  the 
magnitude  of  business  of  various  kinds  required  for  the  adequate 
support  of  a  family.  Ranchers  measure  the  magnitude  of  their 
business  especially  by  the  number  of  breeding  animals  in  their 
herds.  When  once  tiie  number  of  these  animals  required  for  a 
satisfactory  business  has  been  determined  and  the  proportion  the 
breeding  animals  constitute  of  the  entire  animal  equipment  of  the 
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ranch,  it  is  then  only  necessary  to  determine  the  carrying  capacity 
of  the  available  ranges  in  order  to  know  the  area  required  for  a 
satisfactory  business.  Methods  of  analyzing  the  ranch  business 
are  already  fairly  well  understood,  and  it  is  believed  that  the  re- 
sults of  this  investigation  will  form  an  adequate  basis  for  intelli- 
gent legislation. 

It  is  of  interest  to  note  in  this  connection  that  where  the  public 
domain  is  not  definitely  parceled  out  among  ranchmen  and  where, 
in  consequence,  any  stock  owner  may  move  his  stock  to  any  point 
on  the  public  domain  accessible  to  him,  it  is  impossible  for  the 
ranchman  to  conserve  in  any  way  a  supply  of  range  feed  for  his 
animals,  even  for  the  near  future;  for  any  conservation  he  may 
practice  is  as  likely  to  benefit  his  competitor  as  himself.  Investi- 
gations have  shown  that  where  the  ranchman  has  complete  control 
over  his  range  and  can  thus  reap  the  benefits  of  his  own  efforts 
at  conservation,  the  carrying  capacity  of  the  range  may  be  greatly 
increased.  It  may  therefore  be  assumed  that  when  a  proper  basis 
has  been  determined  for  legislation  on  the  subject  and  the  range, 
by  some  method  of  leasing,  homesteading  or  otherwise,  has  been 
parceled  out  among  ranchmen  so  that  each  has  exclusive  control 
of  his  own  range,  a  material  increase  will  result  in  the  amount  of 
stock  produced  in  the  range  country. 

This  practically  completes  the  list  of  studies  in  progress  in  the 
Office  of  Farm  Management  bearing  on  problems  of  land  tenure 
and  land  utilization. 
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GOVERNMENT  AID  AND  DIRECTION  IN 
LAND  SETTLEMENT^ 

By  Elwood  Mead 
The  University  of  Calif omia 

I  wish  to  present  the  benefits  which  would  come  to  this  country 
from  the  adoption  of  a  definite  scheme  of  land  settlement  to  be 
carried  out  through  government  aid  and  direction,  and  to  describe 
some  of  the  methods  and  policies  now  in  operation  in  other  coun- 
tries, and  needed  here  to  secure  the  full  utilization  of  our  agri- 
cultural resources.  In  doing  this  I  shall  deal  with  the  conditions 
which  existed  before  the  war  and  those  likely  to  exist  after  the 
war  ends.  This  explanation  is  necessary  to  avoid  reference  to  the 
temporary  prosperity  growing  out  of  the  present  urgent  demand 
for  food  products. 

The  adoption  of  the  policy  proposed  would  be  a  radical  de- 
parture from  the  ideas  and  methods  which  have  prevailed  in  the 
past ;  but  that  is  iiot  an  objection :  the  time  has  come  for  a  change. 
This  is  an  entirely  different  nation  from  the  one  which  gave  160,- 
000,000  acres  of  lands  to  railroads  and  other  corporations,  and 
still  larger  grants  to  the  states. 

The  social  and  economic  value  of  having  land  owned  by  its 
cultivators  was  not  recognized.  Its  influence  on  rural  civilization 
was  disregarded.  These  buyers  of  government,  railroad,  and  state 
lands  did  not  buy  with  the  idea  of  becoming  farmers  or  of  creating 
an  enduring  form  of  agriculture.  They  bought  simply  to  sell 
again  at  a  profit.  And  so  we  had  the  government  selling  land,  the 
railroads  selling  land,  the  private  speculator  selling  land — all 
seeking  colonists  and  creating  an  agricultural  expansion  far  be- 
yond the  needs  of  the  country.  It  was  no  advantage  to  the  nation 
to  entice  a  farmer  away  from  Connecticut,  where  he  was  needed, 
and  place  him  in  the  far  West,  where  a  surplus  of  crops  made 
com  a  cheaper  fuel  than  coal.  The  great  areas  of  land  thrown 
on  the  market  caused  the  social  and  economic  needs  of  agricultural 
development  to  be  disregarded.  Men  who  had  never  farmed,  who 
had  no  intention  of  becoming  farmers,  bought  farming  land  as 
they  bought  comer  lots  in  boom  towns,  not  to  make  a  profit  from 

iThis  paper  was  prepared  as  part  of  the  investigation  of  the  land  settle- 
ment question,  as  arranged  for  at  the  meeting  of  1915,  but  was  not  read  in  ftatt 
at  Philadelphia. 
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its  improvement  and  cultivation  but  to  obtain  the  unearned  incre- 
ment ;  to  share  in  the  advanced  prices  which  development  by  others 
would  bring.  Settlement  became  migratory  and  speculative.  Men 
gave  no  regard  to  the  future  in  adopting  a  kind  of  cultivation 
which  exhausted  the  fertility  of  the  soil.  When  this  occurred  they 
went  west  and  repeated  the  process.  The  speculative  spirit  per- 
vaded all  classes;  clerks,  stenographers,  miners,  people  in  every 
vocation,  bought  land  without  any  investigation  into  its  productive 
value  or  any  intention  of  living  on  it.  The  result  was  that  land 
prices  have  in  many  cases  risen  above  productive  values.  This 
adds  to  the  burdens  of  the  future  buyer  and  cultivator. 

Because  development  has  been  speculative,  because  the  state  has 
never  recognized  the  responsibility  it  should  have  assumed  in  so 
shaping  the  settlement  of  the  public  lands  as  to  create  an  organized 
rural  society  at  the  outset,  we  have  an  agriculture  wasteful  of  soil 
fertility,  lacking  organization,  and  especially  inefficient  in  the  dis- 
tribution of  what  is  grown.  If  the  needs  of  agriculture  and  the 
organization  of  rural  society  had  been  understood  when  the  nation 
was  disposing  of  the  public  land,  the  first  step  would  have  been 
its  classification,  which  would  have  indicated  its  productive  value 
and  the  cost  of  its  development.  Moreover,  some  of  the  land,  like 
the  forest  land,  would  have  been  retained  permanently  in  public 
ownership,  and  there  should  have  been  such  a  limitation  of  tenure 
as  would  have  prevented  the  speculative  accumulation  of  great 
landed  estates.  The  farm  imit  would  have  been  adjusted  to  cli- 
matic conditions.  In  some  instances  it  would  have  been  made  much 
larger  than  the  one  generally  adopted,  and  in  others  smaller. 
Science  would  have  gone  hand  in  hand  with  the  settlement  of  the 
arid  and  semi-arid  country,  and  all  that  science  could  give  would 
have  been  utilized,  first  in  the  creation  of  the  conditions  of  settle- 
ment and  then  in  aiding  the  settler  in  his  difficult  task.  Because 
nothing  was  done,  these  heroic  but  iminformed  souls  were  be- 
deviled by  winds,  cold,  drouth,  and  insect  pests.  They  wasted 
their  efforts,  lost  their  hopes  and  ambitions,  and  a  tragic  percent- 
age left,  impoverished  and  embittered.  The  tragic  part  of  this 
history  is  that  nearly  all  this  suffering  and  loss  could  have  been 
avoided  under  a  carefully-thought-out  plan  of  development. 

The  pictures  of  rural  New  England  life  in  Mrs.  Wharton's 
Stmmner,  the  portrayal  of  the  struggles  of  western  pioneers  in 
Hamlin  Garland's  Son  of  the  Middle  Border,  the  conditions  of 
tenants  and  settlers  in  the  West  and  Southwest  described  in  the 
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Report  of  the  Commission  on  Industrial  Relations,  Farm  LecLses 
in  lowaf  and  the  Report  of  the  California  Commission  on  Col- 
onization and  Rural  Credits,  show  that  there  is  need  of  doing 
something  to  make  farm  life  more  attractive,  to  create  broader 
opportunities  for  poor  men  to  buy  farms ;  and  that  the  continued 
increase  of  nonresident  ownership  of  land  and  its  cultivation  by 
tenants  must  be  checked  if  this  country  is  to  avoid  an  agrarian 
revolution. 

With  the  disappearance  of  free  land  this  country  entered  on  a 
new  social  and  economic  era.  Free  land  or  cheap  land  furnished 
an  open  road  to  economic  independence.  This  road  has  been  closed 
and  nothing  has  been  devised  to  take  its  place.  Privately  owned 
lands  have  risen  rapidly  and  continuoi^sly  in  price.  On  an  average 
farming  lands  in  the  United  States  sell  for  nearly  three  times  as 
much  as  in  the  opening  years  of  the  century. 

Men  of  small  capital  are  finding  it  increasingly  difficult  to  be- 
come farm  owners.  The  niunber  who  attempt  it  is  decreasing;  and 
the  years  required  to  pay  for  a  farm  out  of  the  products  of  the 
soil  have  been  doubled  and  quadrupled.  As  a  result  American 
agriculture  is  breaking  down.  Its  currents  are  setting  in  the  wrong 
direction.  Well-to-do  farmers  are  flocking  to  the  cities  and  their 
children  go  with  them.  In  the  most  fertile  sections  of  the  country 
there  are  scores  of  counties  with  less  people  now  tlum  they  had 
ten  years  ago.  There  is  a  disquieting  increase  in  the  percentage 
of  land  owned  by  nonresidents.  Farm  tenantry  is  coming  to  be 
accepted  not  as  a  step  towards  farm  ownership  but  as  a  permanent 
condition,  and  the  position  of  the  American  tenant  is  less  satisfac- 
tory than  that  of  his  European  counterpart,  because  neither  law 
nor  custom  throws  around  him  the  safeguards  which  are  found  in 
most  countries  where  tenantry  is  a  permanent  feature  of  rural  life. 

The  American  farm  laborer  is  disappearing.  In  many  sections 
he  is  being  discriminated  against  because  he  is  too  independent. 
Landowners  are  seeking  men  with  low  standards  of  living  but 
familiar  with  hard  bodily  toil.  "What  we  want,*'  declared  a  re- 
cent conference,  "is  farm  labor  weak  in  the  head  but  strong  in 
the  knees,''  and  this  want  is  being  filled  by  recruits  from  Asia  or 
the  Balkan  Peninsula,  who  may  be  good  laborers  but  who  do  not 
contribute  to  the  political  or  social  strength  of  the  nation.  Im- 
mediate corrective  action  should  be  taken  to  prevent  the  extension 
of  this.  American  rural  life  can  not  retain  its  hopefulness  and 
independence  if  it  is  to  become  a  great  pool  wherein  are  dumped 
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people  who  labor  without  ambition ;  without  any  agreement  as  to 
the  standards  of  life,  or  any  interest  in  our  political  institutions. 

In  too  many  of  the  newer  rural  districts  of  America  there  is 
less  social  progress  than  in  some  of  the  older  European  countries. 
We  are  doing  less  than  they  to  enable  i>eople  who  have  industry 
and  thrift,  and  but  little  else,  to  buy  and  improve  farms.  The 
importance  of  this  can  hardly  be  overestimated.  The  experience 
of  the  world  indicates  clearly  that  the  best  farms,  the  most  con- 
tented i>eople,  and  the  most  stable  political  conditions  are  found 
where  farmers  own  the  houses  they  live  in  and  the  land  they  culti- 
vate. Those  who  realize  the  full  significance  of  these  facts  believe 
that  our  indifferent  attitude  toward  the  social  problems  of  the 
farm  must  be  abandoned  and  that  in  order  to  hold  young  i>eople 
on  the  farms  we  must  plan  a  rural  development  which  will  provide 
economic,  intellectual,  and  social  opportunities  at  least  equal  to 
those  of  other  countries. 

The  economic  foundation  of  this  planned  rural  development  is 
the  ownership  of  the  land  by  those  who  cultivate  it.  Only  those 
who  live  under  their  own  vine  and  fig  tree  realize  the  full  value  of 
rural  life.  The  most  satisfactory  social  progress  and  the  greatest 
advances  in  agriculture  are  found  where  patriotism  has  its  roots 
in  the  soil.  Several  of  the  leading  countries  of  the  world  have 
realized  this  fact.  In  order  to  check  political  unrest,  to  lessen 
the  economic  loss  by  migration  to  other  countries  and  lessen  the 
movement  from  the  country  into  the  cities,  Denmark,  Ireland,  New 
Zealand,  the  Australian  Commonwealth,  Germany,  and,  to  a  lesser 
degree,  a  nimiber  of  other  countries,  have  inaugurated  a  plan  of 
rural  development  in  which  the  land  is  bought  in  large  areas,  sub- 
divided into  farms  and  farm  laborers'  allotments,  and  then  sold 
to  actual  settlers,  on  long-time  payments.  The  buyers  are  aided 
in  improving  and  cultivating  these  farms  by  a  competent  organiza- 
tion, adequately  financed  by  the  government.  They  are  given  the 
benefit  of  expert  advice,  not  only  in  their  agricultural  operations 
but  in  forming  buying  and  selling  organizations.  In  other  words, 
these  countries  are  creating  an  organized  community  development. 

This  plan  of  rural  development  is  the  greatest  agrarian  reform 
of  the  last  century.  It  is  enabling  discontented  tenantry  and 
poor  laborers  to  enjoy  landed  independence,  to  live  in  better 
houses,  to  have  more  and  better  live  stock,  to  educate  their  children 
and  to  have  a  deeper  love  for  their  country  for  what  it  is  doing 
for  them.    A  new  and  better  civilization  is  being  bom. 
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The  adoption  of  this  policy  by  the  United  States  will  not,  there- 
fore, be  an  experiment.  It  has  been  a  financial  and  economic 
success  in  the  thickly  populated  countries  of  Europe  and  in  the 
sparsely  populated  countries  of  Australia  and  New  Zealand.  The 
need  for  it  in  the  United  States  is  far  more  acute  than  this  opti- 
mistic nation  realizes.  In  the  ten  years  before  the  beginning  of 
the  pres^it  war  900,000  people  left  the  United  States  to  take 
farms  in  Canada.  They  took  with  them  millions  of  capital  and 
an  energy,  ability,  and  experience  that  we  can  not  afford  to  lose. 
In  the  year  preceding  the  war  one  of  the  Brazilian  states  had  1600 
applications  for  farms  from  the  single  city  of  San  Francisco.  In 
the  stress  of  this  war  the  Commonwealth  of  Australia  has  appro- 
priated $100,000,000  to  be  spent  in  buying  and  subdividing  land 
and  making  farms  ready  for  cultivation  for  the  returning  soldiers. 
England  is  preparing  homes  for  the  Empire's  returning  soldiers. 
Grennany  has  a  complete  set  of  plans  for  the  agricultural  develop- 
ment of  Poland.  Our  young  men  will  return  home  filled  with  enter- 
prise, looking  at  the  world  in  a  new  way ;  and  unless  we  make  pro- 
vision in  advance  for  enabling  them  to  enjoy  landed  independence 
without  undergoing  the  privation,  the  hardship,  and  anxiety  in- 
volved in  the  purchase  of  land  under  the  conditions  imposed  by 
private  colonization  agencies,  they  will  not  remain  here.  They 
will  embrace  the  broader  opportunities  afforded  by  the  state-aided 
and  directed  development  of  other  countries. 

The  most  important  land  settlement  bill  thus  far  considered 
by  Congress  is  the  National  Colonization  Bill,  introduced  in  the 
last  Congress  by  Hon.  Robert  Crosser  of  Ohio.^  It  provides  a 
revolving  fund  of  $50,000,000  to  be  administered  by  a  National 
Colonizing  Board  made  up  of  the  Secretaries  of  Labor,  Interior, 
and  Agriculture.  The  Secretary  of  Labor  is  to  be  its  president. 
This  board  is  authorized  to  expend  the  fund  in  purchasing  land 
and  in  preparing  it  for  settlement.  The  land  acquired  would  be 
subdivided  into  farm  units  of  varying  sizes  each  of  which  would 
be  large  enough  to  afford  a  living  for  a  family.  Roads  and  drains 
would  be  built  before  settlement  and,  if  deemed  expedient,  houses 
and  bams  would  be  erected  so  that  farmers  could  begin  without 
delay  to  cultivate  their  fields.  If  the  land  were  arid,  irrigation 
works  would  be  built  and  the  surface  prepared  for  the  application 
of  water.  The  powers  and  the  duties  of  this  board  would  not  end 
with  material  improvements.     The  board  has  authority  for  de- 

1 H.  R.  No.  11329,  64th  Cong.,  1st  Session. 
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veloping  and  supplying  timber,  coal,  power,  telephone,  and  other 
services  to  settlers ;  for  organizing  facilities  for  purchasing,  mar- 
keting, and  other  cooperative  activities ;  and  for  securing  any  other 
improvements  or  services  necessary  for  the  efficient  organization 
and  development  of  any  colony  established  under  this  act. 

Under  this  act  the  land  will  forever  remain  the  property  of  the 
United  States ;  instead  of  a  freehold  title  the  settler  will  be  given 
a  perpetual  right  to  use.  When  his  use  ceases  his  right  to  control 
the  land  will  cease  and  the  land  will  revert  to  the  government  and 
become  available  for  some  other  cultivator.  Nonresident  owner- 
ship and  tenant  farming,  in  the  ordinary  sense  of  the  term,  would 
be  impossible.  The  passage  of  this  bill  would  make  it  possible 
for  hundreds  of  people  to  own  farms  who  could  not  hope  to  do  so 
under  the  ordinary  conditions  of  private  sale  and  private  credit. 
The  anxieties  and  tragical  percentage  of  failures  that  have  ac- 
companied development  in  the  past  would  be  eliminated.  All  this 
would  be  possible  without  it  becoming  a  charitable  measure,  or 
imposing  any  burden  on  the  taxpayer.  Every  settler  buying  land 
under  this  bill  would  be  expected  to  repay  all  the  money  advanced 
in  buying  a  farm,  or  providing  equipment,  with  4  per  cent  interest 
on  deferred  payments;  and  with  the  business  management  that 
has  attended  similar  undertakings  in  other  countries  this  could 
easily  be  done. 

California  Leads  State  Legislation 

In  the  past  there  have  been  isolated  efforts  to  create  rural 
communities  of  a  definite  character.  But  such  settlements  as  the 
Greeley  Colony  in  Colorado  and  those  of  the  Mormon  Church  in 
diiTerent  western  states  were  based  on  some  social  or  religious  idea 
rather  than  on  the  conception  that  land  settlement  is  a  public 
matter  and  should  be  under  public  direction.  California  is  the 
first  American  state  to  attempt  to  create  a  rural  life  in  accord- 
ance with  carefully-thought-out,  prearranged  plans. 

The  reasons  for  this  movement  in  California  are  well  expressed 
in  the  opening  paragraphs  of  the  recently  enacted  land  settle- 
ment bill : 

The  legislature  believes  that  land  settlement  is  a  problem  of  great 
importance  to  the  welfare  of  all  the  people  of  the  state  of  California 
and  for  that  reason  through  this  particular  act  endeavors  to  improve 
the  general  economic  and  social  conditions  of  agricultural  settlers  with- 
in the  state  and  of  the  people  of  the  state  in  general. 

With  the  object  of  promoting  closer  agricultural  settlement^  asslst- 
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ing  deserving  and  qualified  persons  to  acquire  small  improved  farms^ 
providing  homes  for  farm  laborers^  increasing  opportunities  under  the 
federal  farm  loan  act^  and  demonstrating  the  value  of  adequate  capi- 
tal and  organized  direction  in  subdividing  and  preparing  agricultural 
land  for  settlement^  there  is  hereby  created  a  state  land  settlement 
boards  etc. 

Under  this  bill  a  non-salaried  commission  is  authorized  to  buy 
10,000  acres  of  land  and  to  subdivide  it  into  farms  suited  to  the 
agriculture  of  the  district  where  the  land  is  located  and  to  the 
varying  needs  of  settlers. 

Before  the  land  is  thrown  open  to  settlement,  roads  will  be 
built,  irrigable  lands  will  be  prepared  for  the  application  of  water, 
and  a  portion  of  the  land  will  be  seeded  to  crops. 

A  centralized  business  management  will  give  to  settlers  the 
benefits  derived  from  buying  in  large  quantities  and  carrying  out 
preparatory  work  under  skilled  direction.  Instead  of  an  unor- 
ganized individual  development  there  will  be  an  organized  com- 
munity development.  Settlers  will  be  given  information  and  ad- 
vice about  the  expenses  they  must  meet  before  they  are  in  a  posi- 
tion to  earn  a  living  income  from  their  farms.  This  will  prevent 
uninformed  homeseekers  from  wasting  their  time  and  money  by 
entering  on  an  undertaking  which  they  can  not  carry  out. 

The  farms  will  be  sold  only  to  actual  settlers  who  do  not  own 
farms  elsewhere.  Each  applicant  must  show  evidence  of  character 
and  experience,  and  must  satisfy  the  board  of  his  ability  to  culti- 
vate and  pay  for  the  farm  applied  for.  The  aim  is  to  create 
opportunities  which  will  enable  settlers  to  start  with  about  one- 
third  of  the  capital  that  would  be  needed  if  they  acted  as  unaided 
individuals  buying  under  the  conditions  usually  imposed  by  pri- 
vate colonizing  agencies.  Settlers  without  capital  will  not  be 
accepted.  The  amount  of  capital  stipulated  will  not  be  more  than 
any  energetic,  thrifty  man  ought  to  be  able  to  accumulate  in  a 
reasonable  time.  Fifteen  hundred  dollars  will  probably  be  the 
minimum.  Payments  on  land  will  be  amortized  and  can,  if  it  is 
desired,  be  extended  over  a  period  of  forty  years.  The  interest 
on  deferred  payments  will  be  5  per  cent,  which  is  far  less  than 
settlers  have  been  paying. 

Settlers  will  be  encouraged  to  adopt  a  kind  of  farming  which 
will,  first  of  all,  maintain  soil  fertility.  The  land  will  be  suited 
to  mixed  farming;  to  rotation  of  crops,  with  the  raising  of  live 
stock  as  a  conspicuous  feature.    It  is  hoped  that  the  settlers  will 
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adopt  one  breed  of  cattle,  one  breed  of  hogs,  and  one  of  sheep. 
If  this  is  done  each  will  be  advised  to  get  one  or  two  pure-bred 
females.  The  board  will  buy  for  the  community  the  pure-bred 
stock.  Most  of  the  animals  at  first  will  be  graded,  but  settlers 
will  find  out  the  value  of  pure-bred  stock  as  they  are  learning 
how  to  handle  it. 

The  interest  the  board  is  taking  in  making  this  settlement  a 
center  for  fine  stock  is  based  in  part  on  the  increased  profits  it 
will  bring  to  settlers  and  in  part  on  the  fact  that  it  makes  farm- 
ing more  interesting.  It  makes  farmers  and  farmers'  children 
students  of  their  calling.  This,  in  turn,  makes  them  more  indus- 
trious and  contented. 

Under  the  act,  speculation  in  land  as  a  feature  of  colonization 
will  be  eliminated.  The  land  will  be  bought  and  subdivided,  with- 
out profit,  the  purpose  being  to  build  up  thrifty,  progressive 
communities,  and  to  make  it  possible  for  young  men  to  marry  and 
enter  on  the  cultivation  of  farms  which  from  the  outset  they  con- 
trol and  which  industry  and  thrift  will  enable  them  to  own. 

In  no  particular  is  there  greater  need  of  change  in  American 
rural  life  than  in  the  present  position  and  treatment  of  the  Amer- 
ican farm  laborer.  The  American  farm  of  the  future  has  special 
need  for  intelligent,  dependable,  trained  men,  who  are  willing  to 
work  for  wages.  They  are  as  essential  to  the  success  of  agri- 
culture as  are  our  farm  owners.  Furthermore,  unless  American  de- 
mocracy is  a  sham  there  is  the  same  need  for  insuring  that  the 
family  of  the  farm  laborer  shall  live  a  comfortable,  independent 
life,  with  opportunities  for  education  and  intellectual  develop- 
ment, as  there  is  for  insuring  these  advantages  to  the  farm  owner. 
It  was  not  necessary  during  the  era  of  free  land  to  pay  much 
attention  to  this  matter.  Good  laborers  remained  on  farms  until 
they  could  save  money  to  become  owners.  They  were  recognized 
as  the  social  equal  of  farm  owners.  But  these  conditions  are  gone. 
The  American  farm  laborer  now  lives,  as  a  rule,  in  a  bunk-house ; 
he  has  no  social  status,  and  competes  with  the  Asiatic  and  the 
peon  and  degenerates  into  a  hobo.  If  he  is  married  it  is  rare 
that  a  home  is  provided  close  to  his  employment,  and  he  is  usually 
separated  from  his  family  for  long  intervals,  which  is  bad  for 
the  family,  bad  for  the  laborer,  and  bad  for  society. 

The  result  is  that  the  intelligent  and  aspiring  American  who 
can  not  afford  to  own  land  is  leaving  the  coimtry  and  going  to 
the  city ;  and  the  social  conditions  of  the  farm  are  suffering.  What 
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is  taking  place  is  well  described  in  the  Report  of  the  Commission 
on  Immigration  and  Housing  in  California: 

The  discrimination  and  oppressive  exploitation  of  this  particular 
class  of  labor  by  the  employers  is  resulting  in  the  elimination  of  whites 
in  this  industry.  The  unequal  warfare  against  such  conditions  is  grad- 
ually overwhelming  the  American  or  white  migratory  laborer.  The 
statements  of  nearly  all  employers  show  a  deep-seated  prejudice 
against  whites  as  employees.  Great  numbers  of  men  unable  to  obtain 
work  or  to  live  under  the  wretched  conditions  imposed  by  employers 
become  hoboes>  and^  when  in  the  centers  of  population^  hang  around 
the  low  sections.  In  ...  as  in  other  places  the  Japanese  and  Hindn 
colonies  are  becoming  larger^  with  the  result  that  the  communities  be- 
come affected^  through  the  introduction  of  these  aliens,  with  their 
particular  form  of  living  and  civilization. 

The  California  Land  Settlement  law  will  change  these  condi- 
tions in  communities  it  creates.  The  farm  laborer  will  be  shU 
to  buy  a  home,  which  will  include  two  acres  of  land  and  a  comfort- 
able, sanitary  cottage.  The  initial  payment  required  will  be 
small,  and  the  following  payments  will  extend  over  a  period  of 
twenty  years.  This  will  enable  the  laborer  to  live  with  his  family. 
He  will  have  a  place  where  he  can  employ  his  time  profitably  when 
not  working  for  wages.  His  family  will  be  able  to  keep  a  cow, 
some  pigs,  and  poultry,  which,  by  providing  a  large  part  of  their 
food  supply,  will  enable  them  to  live  cheaply.  The  greatest  benefit 
of  this  innovation  is,  however,  the  influence  it  will  exert  on  the 
lives  and  the  characters  of  the  farm  laborer's  wife  and  children. 
A  home  of  their  own  will  make  them  independent.  It  will  create 
character  and  self-respect.  More  than  any  other  influence  it  will 
check  the  tendency  to  regard  farm  laborers  as  social  outcasts, 
and  will  make  it  less  necessary  to  import  people  who  are  politically 
undesiral)le  to  till  our  idle  fields. 

When  the  land  is  ready  for  settlement  the  farms  will  be  thrown 
open  to  inspection  for  thirty  days.  At  the  end  of  that  time  the 
board  will  consider  the  relative  merits  of  the  applicants.  If  two 
or  more  apply  for  the  same  farm,  the  applicants  will  present  their 
claims  in  person  and  the  farm  will  be  granted  to  the  one  best 
equipped  to  succeed.  Preference  will  be  given  to  married  men 
with  families,  and  to  those  who  have  had  actual  farm  experience. 

For  the  first  five  years  all  transfers  of  land  will  have  to  be 
approved  by  the  board,  and  practically  all  transfers  will  have  to 
be  so  approved  until  the  lands  have  been  paid  for. 

Plans  of  different  types  of  houses  and  bams  and  of  groupings 


Digitized  by  VjOOQIC 


Government  Aid  m  Land  Settlement  81 

of  farm  buildings  are  being  prepared,  with  the  assistance  of  the 
division  of  farm  engineering  of  the  State  Agricultural  College, 
Applicants  for  farms  or  for  farm  laborers'  homes  will  be  given 
the  price  at  which  these  houses  can  be  built,  and  they  can  have 
them  built  by  contract  under  the  board's  supervision  by  making 
a  cash  payment  of  one-third  the  cost,  the  remainder  to  be  paid  in 
amortized  payments  extending  over  twenty  years.  The  dimen- 
sions of  these  houses  will  be  so'  standardized  that  material,  in  a 
large  degree,  will  be  interchangeable.  Contracts  for  houses  in 
groups  of  from  ten  to  twenty  will  save  time,  reduce  costs,  and 
expedite  construction. 

The  settlers  will  be  aided  in  cooperative  buying  of  live  stock 
and  farm  equipment.  They  will  be  able  to  secure  from  the  board 
loans  amounting  to  60  per  cent  of  the  value  of  permanent  im- 
provements which  they  make  on  their  farms.  Thus  if  a  settler 
with  his  own  labor  builds  a  fence,  the  value  of  that  fence  will  be 
determined  by  the  board's  agent  and  he  will  be  able  to  secure  a 
loan  of  60  per  cent  of  its  value  at  5  per  cent  interest.  In  this 
way  it  will  be  far  easier  for  settlers  to  tide  over  the  heavy  initial 
expenses  of  the  first  year  or  two  than  it  is  under  unaided  or  un- 
organized development. 

The  act  provides  for  the  employment  of  a  farm  adviser  who 
will  also  be  a  business  manager  for  the  board.  He  will  be  on  the 
ground  observing  how  settlers  cultivate  their  farms  and  noting 
who  are  industrious  and  who  are  idle  and  unworthy  of  financial 
aid.  The  presence  and  the  influence  of  this  practical  guide  will 
save  many  settlers  from  mistakes  which  would  be  costly.  It  will 
enable  the  board  in  dealing  with  settlers  to  discriminate  between 
those  deserving  aid  and  the  shiftless  who  would  misuse  it.  The 
prompt  and  summary  elimination  of  the  latter  is  essential  because 
of  the  demoralizing  influence  they  may  exert.  Generous  aid  for 
the  worthy  and  unsparing  exposure  of  those  who  seek  to  abuse 
the  state's  interest  will  have  great  influence  in  promoting  a  spirit 
of  community  pride  that,  as  a  rule,  is  lacking  in  individualistic 
colonies.  It  will  encourage  the  formation  of  an  intelligent,  coordi- 
nated community  life,  whose  object  will  be  not  simply  to  make 
money,  but  to  realize  the  best  there  is  in  modern  civilization.  The 
saving  which  it  will  efi^ect  in  the  initial  expenses  and  the  gain  it 
will  bring  in  increased  returns  through  arrangements  for  the  sale 
of  products  have  been  so  fully  proven  in  other  countries  that  one 
working  example  will,  it  is  confidently  expected,  soon  lead  to  wide 
extension  of  this  policy  in  America. 
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Other  States  Have  Equal  Need  for  State-Directed  Settlement 

The  large  number  of  estates  in  California  varying  in  size  from 
6000  to  over  600,000  acres  makes  the  acquiring  of  land  for  state 
colonization  comparatively  simple.  Private  subdivision  is  expen- 
sive and  often  unsatisfactory.  Public  opinion,  therefore,  sup- 
ported the  action  of  the  state. 

The  need  for  such  action  is,  however,  no  greater  in  CfiJifomia 
than  it  is  in  Iowa  or  Illinois.  The  large  percentage  of  land  now 
cultivated  by  tenants  and  the  constant  increase  in  that  percentage 
are  conditions  which  everywhere  need  to  be  corrected.  The  cor- 
rection will  be  more  difficult  in  the  great  agricultural  states  of  the 
Middle  West  where  there  are  no  large  unimproved  areas  awaiting 
settlement.  The  problem  of  the  older  states  is  to  evolve  a  plan 
for  financing  the  purchase  of  farms  for  the  tenants  who  now  culti- 
vate them,  and  to  make  such  changes  in  the  laws  controlling  land 
tenure  as  will  prevent  the  spread  of  tenantry  in  the  future.  This 
must  be  done  or  laws  must  be  enacted  which  will  make  farm  ten- 
antry more  satisfactory  than  at  present.  If  we  are  to  stop  the 
ruinous  exhaustion  of  the  soil,  there  must  be  longer  leases  and 
compensation  for  improvements  made  by  tenants,  including  money 
spent  for  fertilizers.  If  we  are  not  to  have  a  debased  rural  society, 
there  must  be  public  oversight  of  rent  charges  to  prevent  tenants 
being  exploited.  The  experience  of  other  countries  is  that  it  is 
easier  and  better  to  deal  with  farm  tenantry  as  an  evil  and  seek 
to  abolish  it  by  promoting  ownership. 

In  order  to  create  conditions  which  will  prevent  soil  impoverish- 
ment and  a  decline  in  the  character  of  rural  life,  there  must  be 
a  radical  change  from  the  migratory  and  speculative  spirit  which 
has  characterized  our  settlements  in  the  past.  Those  who  object 
to  the  government  assuming  the  responsibility  for  such  a  con- 
structive program  are  inclined  to  advocate  the  single  tax  as  a 
panacea  for  these  rural  ills.  They  argue  that  it  would  make  land 
monopoly  unprofitable  and  open  up  the  land  to  those  who  desire 
to  use  it  but  who  are  unable  to  obtain  it.  This  feeling  is  growing; 
there  is  an  undercurrent  of  resentment  at  a  land  policy  which 
enables  men  to  buy  land  from  the  state  for  less  than  a  dollar  an 
acre  and  hold  it  without  improvement  for  a  few  years  and  then 
rent  it  to  Asiatics  and  peasants  from  Southern  Europe  for  $10 
to  $20  an  acre. 

If  the  government  is  to  buy  land  for  subdivision  and  settlement 
at  its  productive  value,  our  tax  laws  must  be  reformed.  Land 
should  be  taxed  on  the  unimproved  value.    The  tax  should  be  pro- 
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gressive.  The  larger  the  estate  the  higher  the  rate.  The  progres- 
sive land  taxes  of  the  Australian  Commonwealth  and  several  states 
have  proven  to  be  successful  agents  in  promoting  the  subdivision 
of  great  estates  and  their  sale  in  small  tracts.  This  was  the  main 
purpose  in  their  enactment.  The  revenue  is  incidental,  since  the 
tax  ceases  entirely  if  the  property  is  subdivided  into  tracts  suflB- 
ciently  small.  A  Tasmanian  estate  worth  over  £400,000,  owned 
by  nonresidents,  paid  a  progressive  land  tax  before  subdivision 
of  £20,000.  Since  subdivision  into  small  orchard  farms  it  has 
paid  nothing.  A  land  tax  helps  in  buying  land,  but  that  alone 
is  not  enough.  To  create  the  agricultural  and  rural  society  this 
Republic  needs  there  must  be  financial  aid  and  practical  direction, 
and  the  influences  leading  to  community  organization. 

State  Aid  in  Settlement  Need  Not  Inflate  Land  Values 

Some  objection  has  been  made  to  state  purchase  of  land  for 
subdivision  and  settlement,  on  the  ground  that  it  would  inflate 
land  prices.  It  will  be  only  through  mismanagement  if  such  re- 
sults occur.  The  price  at  which  land  has  been  bought,  subdivided, 
and  sold  to  settlers  in  Ireland,  Denmark,  and  Australia  is  far 
lower  than  prices  at  which  private  subdividers  sell  land  to  settlers 
in  America.  If  land  is  bought  at  its  productive  value,  which  is 
the  basis  of  purchase  in  the  countries  named,  there  will  be  no  in- 
crease of  present  American  prices.  On  the  other  hand,  no  more 
effective  means  of  inflating  prices  could  be  devised  than  those  we 
are  now  following.  Swarms  of  real  estate  operators  flood  the 
country  with  exaggerated  and  misleading  statements  about  the 
profits  of  small  farms.  A  comparison  of  the  prices  paid  for  land 
bought  by  the  government  for  settlement  in  Grermany,  Ireland, 
Australia,  and  New  Zealand,  with  the  prices  at  which  land  is  sold 
to  settlers  by  private  colonizers  in  the  United  States,  will  convince 
any  one  that  state  direction  is  a  conservative  influence. 

The  California  law  was  the  result  of  a  conviction  that  private 
colonization  is  inadequate ;  that  it  has  not  created  and  it  will  not 
create  the  kind  of  rural  life  this  nation  needs.  There  may  be 
isolated  instances  of  colonizers  who  make  the  prosperity  of  settlers 
the  first  consideration,  but  the  great  majority  are  concerned  with 
immediate  profits.  The  land  is  usually  sold  by  agents  interested 
only  in  the  commissions  the  settler  brings.  In  most  cases  private 
colonizers  make  the  time  of  payment  for  farms  too  short,  require 
too  large  an  initial  payment,  and  give  too  little  attention  to  the 
8€ttler's  capital  aptitude. 
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The  testimony  of  nearly  one  thousand  settlers  living  in  a  large 
number  of  colonies  showed  that  not  one  of  them  had  been  able  to 
complete  his  payments  within  the  time  fixed  in  the  contract.'  The 
percentage  of  those  who  failed  utterly  showed  an  amoimt  of  hard- 
ship, human  suffering,  and  economic  waste  which  makes  it  unwise 
to  continue  to  depend  on  private  colonization. 

In  land  settlement  carried  on  as  a  public  matter,  profits  from 
land  sales  are  made  secondary  to  rural  progress.  If  it  can  be 
carried  on  without  being  a  burden  on  the  public  treasury  there  is 
no  reason  for  limiting  its  operations.  Convincing  is  the  testimony 
of  one  of  the  countries  which  has  gone  furthest  in  this  direction 
and  whose  laws  and  methods  are  largely  copied  in  the  California 
statute. 

A  recent  report  of  the  Minister  of  Lands  of  Victoria,  Australia, 
stated  that  the  majority  of  their  settlers  had  a  very  small  capital, 
averaging  the  first  five  years  less  than  $1500.  Yet  only  about  15 
per  cent  had  been  unable  to  meet  their  obligations.  This  is  a 
smaller  percentage  of  failure  than  he  has  been  able  to  discover  in 
the  history  of  the  settlement  of  any  other  coimtry.  In  dealing 
with  the  same  subject  in  1914,  the  Premier  said: 

The  final  success  of  this  investment  depends  on  the  returns  which 
can  be  obtained^  and  in  this  respect  the  state  stands  in  an  entirely 
different  position  from  that  occupied  five  years  ago  when  it  made  in- 
tense culture^  combined  with  closer  settlement^  the  basis  of  future  de- 
velopment. Then  it  was  an  experiment^  the  success  of  which  was 
doubted  by  many ;  now  it  is  a  demonstrated  success.  Over  large  areas 
in  widely  separated  districts  more  than  ten  times  as  many  families  are 
settled  comfortably^  under  attractive  social  conditions^  as  were  there 
five  years  ago^  and  they  are  obtaining  returns  from  their  holdings 
that  even  less  than  five  years  ago  were  regarded  as  impossible.  The 
demonstration  that  families  can  be  fully  employed  and  obtain  a  com- 
fortable living  on  from  twenty  to  forty  acres  of  irrigable  land  not 
only  insures  the  financial  success  of  our  investment  in  irrigation  works, 
but  gives  a  new  conception  of  the  ultimate  population  which  this  state 
will  support  and  the  agricultural  wealth  which  it  will  produce.' 

Land  Settlement  on  Reclamation  Projects 
The  most  promising  fields  for  inaugurating  a  carefully-thought- 
out  scheme  of  land  settlement  under  government  direction  are 
the  irrigable  areas  to  be  reclaimed  under  the  Reclamation  Act. 
This  act  was  passed  in  190S.  It  set  aside  the  proceeds  from  the 
sale  of  public  lands  as  a  fund  for  the  construction  of  irrigation 
works.    These  works  are  to  be  sold  to  settlers  or  owners  of  land 

2  Report  on  Land  Colonixation  and  Rural  Credits  in  California,  pp.  34-48. 
•  Parliamentary  Debates,  1914. 
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irrigated.  The  settlers  are  to  repay  the  government  in  twenty 
years,  with  no  interest  on  deferred  payments.  As  the  works  are 
to  be  sold  at  actual  cost,  the  donation  of  interest  makes  the  terms 
most  liberal. 

Under  this  act  over  $100,000,000  have  been  expended  in  build- 
ing canals  and  reservoirs  under  the  direction  of  the  Reclamation 
Service,  a  bureau  of  the  Department  of  the  Interior.  The  char- 
acter of  these  works  reflects  great  credit  on  those  in  control.  They 
have  been  well  and  substantially  built ;  many  of  them  are  in  the 
forefront  of  this  class  of  engineering  achievements.  The  men  in 
charge  have  shown  a  devotion  to  their  work,  ability,  patience,  and 
honesty  which  indicate  that  the  government  can  do  this  sort  of 
work  efficiently  and  cheaply,  and  in  many  respects  can  get  better 
results  than  can  private  enterprise.  The  interposition  of  the  gov- 
ernment has  enabled  lands  to  be  reclaimed  which  otherwise  would 
have  remained  arid.  It  has  built  up  prosperous  settlements. in 
sections  which,  without  such  government  action,  would  still  be 
deserts. 

There  is  so  much  that  is  admirable  in  the  Reclamation  Act  and 
in  the  manner  in  which  its  engineering  and  operative  features  have 
been  carried  out  that  one  is  reluctant  to  call  attention  to  its  vital 
defects.  But  the  part  which  is  good  only  emphasizes  the  part 
which  is  hopelessly  bad. 

The  engineering  requirements  of  the  Reclamation  Act  were 
carefully  thought  out;  the  agricultural  and  economic  needs  of 
settlers  were  ignored.  The  things  needed  to  create  values  in  land 
were  provided;  the  safeguards  which  would  insure  those  values 
going  to  the  right  people  were  overlooked.  To  make  public  land 
ready  for  cultivation  on  these  projects,  will  cost  on  an  average 
$100  an  acre,  and,  with  the  payment  for  water  right  included, 
will  cost  $150  an  acre.  The  following  estimate  is  regarded  as  a 
fair  average  for  an  80-acre  farm: 

Leveling  land,  building  checks  and  small  •  ditches . .  $2,500 

House  and  bam 1,500 

Work  team  and  tools 1,000 

Living  expenses— one  year 500 

Taxes,  operation,  and  maintenance  charges  and  inci- 
dentals      800 

Initial  payment  on  water  right 200 

Dairy  herd  of  20*  cows,  or  other  live  stock  to  eat 

fodder  crops    S/KM) 

Water  right  (in  20  payments) 4,000 

Total $12,000 
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To  put  from  40  to  80  acres  in  condition  for  cultivation  will 
require  from  $4000  to  $8000  in  cash,  or  an  opportunity  to  borrow 
this  much  money  on  reasonable  terms.  In  either  case,  before  the 
land  is  opened  to  settlement,  estimates  ought  to  be  made  by  those 
in  authority  of  the  probable  cost  of  improving  and  equipping  a 
farm  and  of  the  minimum  capital  which  the  settler  must  have. 
Not  to  do  this  is  to  encourage  a  gambling  spirit  and  to  lead  over- 
sanguine  men  to  enter  on  an  undertaking  that  is  almost  certain 
to  fail. 

Some  selective  discretion  ought  to  be  used  in  selling  farms  on 
which  thousands  of  dollars  have  been  spent  to  provide  water.  Land 
should  not  be  sold  to  any  one  not  equipped  in  character  and  ex- 
perience to  succeed.  Land  should  be  sold  only  to  some  one  who 
needs  it  and  will  live  on  it  and  cultivate  it.  The  properly  equipped 
settler  is  now  simply  a  happy  accident,  because  the  Homestead 
Law  under  which  land  is  settled  provides  no  safeguards.  First 
come  is  first  served.  The  applicant  may  be  a  tramp,  he  may  be 
a  bank  president,  or  he  may  be  exactly  the  kind  of  farmer  the 
situation  calls  for.  The  land  goes  alike  to  all  these.  A  more 
happy-go-lucky,  irresponsible,  unsatisfactory  way  of  disposing 
of  resources  and  creating  a  community  can  not  be  imagined. 

Ten  years  after  the  Reclamation  Act  went  into  operation,  the 
director  of  the  Reclamation  Service  made  this  statement  :* 

Another  of  the  fallacies  was  in  the  assumption  that  as  soon  as  water 
was  provided  this  was  practically  the  end  of  necessary  expenditures. 
Little  consideration  was  given  to  the  large  cost  of  leveling^  subduing, 
and  cultivating  the  soil  and  of  providing  the  fertilizers  which  are 
necessary  in  an  arid  region. 

But  perhaps  most  important  of  all>  it  was  not  anticipated  how  diffi- 
cult it  would  be  to  secure  the  right  kind  of  farmers  to  handle  the  re- 
claimed land^  and  utilize  it  to  advantage.  It  was  assumed  that  as  soon 
as  land  was  brought  under  irrigation  there  would  be  a  rush  of  men  who 
would  immediately  cultivate  every  acre  and  begin  the  production  of 
large  and  valuable  crops.  On  the  contrary,  experience  has  shown  that 
this  is  perhaps  the  most  difficult  part  of  the  program — far  more  so 
than  the  building  of  great  structures.  Most  of  the  large  enterprises^ 
whether  built  with  public  or  private  funds,  have  been  in  this  respect 
a  disappointment,  because  of  the  slowness  with  which  the  lands  have 
been  actually  utilized. 

On  one  western  project  where  400  settlers  are  now  at  work  and 
will  probably  be  able  to  pay  for  their  farms,  580  have  given  up 

4  Annual  Report  Reclamation  Service,  1911-19,  pp.  9-3. 
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and  gone  away.  This  percentage  of  failure  is  too  great.  The 
waste  of  money,  labor,  and  time  ought  not  to  be  continued.  Under 
a  state-aided  and  directed  settlement,  such  as  the  Australian  states 
now  provide  and  as  California  is  beginning  to  provide,  the  lands 
on  which  580  settlers  have  failed  would  offer  great  opportunities 
to  actual  cultivators.  A  law  should  make  it  certain  that  land 
shall  be  sold  only  to  actual  cultivators. 

Defects  of  the  Homestead  Act 

The  Homestead  Act  makes  no  distinction  between  good  and  bad 
land.  While  every  settler  has  to  pay  the  same  amount  of  money 
for  a  water-right  and  for  maintaining  the  canals,  the  benefits  de- 
rived vary  widely.  One  settler  may  get  a  farm  worth  three  or 
four  times  as  much  as  another.  Some  farms  are  close  to  towns 
or  railway  stations ;  some  are  remote.  Some  have  a  surface  easily 
prepared  for  irrigation ;  on  others  the  surface  is  so  broken  or  the 
soil  is  so  poor  that  the  cost  of  leveling  is  greater  than  the  value 
of  the  land. 

The  Board  of  Cost  Review  which  investigated  conditions  on 
all  of  the  reclamation  projects,  summed  up  the  need  for  a  reform 
as  follows:* 

To  make  no  distinction  between  the  good  and  bad  farm  miits  creates 
great  economic  mifaimess  and  inequality  of  opportunity. 

It  is  a  serious  obstacle  to  the  success  of  irrigation  works.  The  good 
farm  units  are  picked  up;  the  culls  are  left.  The  aim  should  be  to 
make  all  farms  equally  attractive^  and  to  do  this  the  lands  should  be 
classified  and  prices  fixed  in  accordance  with  their  fertility  and  cost 
of  preparing  for  irrigation. 

On  several  of  the  projects  the  taking  up  of  the  inferior  lands  has 
resulted  in  the  impoverishment  of  settlers  and  loss  to  the  reclamation 
fund.  We  believe  that  this  result  may  be  avoided  by  aiding  settlers 
to  cure  inequality  in  values  and  opportunity  either  by  preparing  the 
inferior  lands  for  irrigation  or  by  fixing  charges  in  accord  with  land 
values  and  the  relative  cost  of  preparation  for  irrigation  and  cropping. 

On  the  North  Platte  project  a  majority  of  the  settlers  have 
well-improved  farms  and  are  prosperous,  but  there  are  strips  of 
broken,  sandy  country  on  which  only  a  small  part  of  each  settler's 
farm  is  under  cultivation.  On  these  farms  the  houses  are  dilapi- 
dated and  the  farm  buildings  are  falling  into  disrepair.  Preparing 
the  land  for  irrigation  has  been  costly  and  the  results  have  been 

9  Reclamation  Record,  April,  1917,  p.  183. 
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disappointing.  Winds  have  destroyed  crops  by  blowing  the  seed 
out  of  the  ground.  Settlers  have  become  so  discouraged  that, 
where  they  have  not  given  up,  they  are  living  lives  which  are  a 
sorry  contrast  to  those  of  their  more  prosperous  neighbors.  Simi- 
lar inequalities  are  found  on  every  project.  The  difference  in 
land  is  the  cause  of  the  difference  in  results. 

The  Reclamation  Act  is  an  important  social  and  economic  meas- 
ure. Congress  has  but  little  to  do  with  this  kind  of  legislation, 
and  its  cumbersome  organization  makes  it  difficult  to  formulate 
the  details  of  economic  policies  necessary  to  satisfactory  final  re- 
sults. About  all  that  Congress  can  do  is  to  deal  with  broad 
aspects  of  a  problem.  Water  for  irrigation  is  needed;  a  law  to 
provide  it  was  passed.  The  creation  of  the  right  kind  of  agri- 
culture and  community  life  was  a  different  matter,  and  Congress 
neglected  it.  Private  investors  had  assumed  that  if  water  were 
provided  the  settler  would  do  the  rest.  Congress  accepted  this 
assumption  as  sound,  whereas  experience  has  shown  that  the  pri- 
vate investor  was  fundamentally  wrong. 

The  Vital  Needs  of  Irrigation  Development 

The  engineering  problems  can  not  be  ignored  nor  can  the  cost 
of  the  works;  but  there  are  other  things  of  even  greater  im- 
portance. These  include  the  kind  of  communities  which  should 
be  created,  the  best  methods  of  making  farms  habitable  and  pro- 
ductive, the  minimum  capital  a  settler  should  have,  and  what  the 
government  can  wisely  and  safely  do  to  aid  settlers.  Another 
broad  question  which  has  not  had  the  attention  it  deserves  is  what 
agency  should  direct  settlement — the  federal  government  or  the 
state  in  which  the  project  is  located?  All  these  are  vital  to  our 
future  agricultural  progress  and  our  ability  to  compete  with  other 
countries.  They  can  be  ignored  before  settlement  begins  but  not 
afterwards. 

The  success  of  every  irrigation  enterprise  depends  on  the  suc- 
cess of  the  farmer  who  cultivates  the  land  it  waters.  Whatever 
is  needed  to  insure  the  farmer's  success  ought  to  be  provided  in 
advance,  and  because  we  have  not  provided  it,  nearly  every  large 
private  irrigation  project  has  been  a  financial  failure.  Tens  of 
millions  of  dollars  have  been  lost  and  thousands  of  hard-working 
deserving  settlers  have  been  ruined.  On  government  projects  de- 
velopment has  been  slow  when  it  should  have  been  rapid. 

These  facts  warrant  a  change  in  our  settlement  methods.    But 
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there  are  others  equally  convincing.  We  are  the  only  nation  build- 
ing irrigation  works  which  does  not  give  aid  and  direction  to  set- 
tlers who  use  them.  In  Australia,  where  the  government  has  spent 
over  $50,000,000,  building  canals,  it  has  spent  over  twice  that 
sum  aiding  settlers.  The  farmers  of  Australia  are  very  like  those 
of  America ;  they  grow  the  same  kind  of  crops  and  speak  the  same 
language.  Yet  in  the  settlement  of  irrigated  land  Australia  gives 
chief  attention  to  things  we  ignore.  It  provides  millions  of  dollars 
for  financing  settlers.     We  provide  nothing. 

Comparison  of  American  and  Australian  Policies 

In  order  to  understand  how  the  two  policies  operate,  let  us 
compare  the  development  of  one  of  the  large  irrigation  projects 
in  Australia  with  the  development  of  a  similar  project  in  America. 
Let  us  assume  an  irrigable  area  of  150,000  acres  subdivided  into 
2500  farms  of  60  acres  each.  In  Australia  the  first  step  is  the 
purchase  of  all  the  land  at  its  productive  value  and,  if  a  price 
can  not  be  agreed  upon,  then  by  compulsory  purchase  at  its  as- 
sessed value  plus  12  per  cent.  While  the  irrigation  works  are 
being  built  the  agriculture  of  the  project  is  being  planned  and 
the  lands  are  being  made  ready  for  settlement.  A  contour  survey 
is  made  to  show  where  ditches  should  run  and  how  the  surface 
of  land  must  be  smoothed  off  so  that  water  will  run  over  it  evenly. 
The  roads  and  the  towns  are  located;  the  farming  land  is  sub- 
divided into  farms  and  farm  laborers'  allotments.  The  land  is 
cleared  of  brush,  plowed,  leveled,  and  ditched,  and  part  of  it  is 
planted  to  crops.  Plans  and  estimates  of  houses  varying  in  cost 
from  $500  to  $4000  are  prepared.  Posts'  and  wire  for  fencing 
are  purchased.  A  canvass  is  made  of  widely  separated  sections 
to  locate  horses  and  cows  which  settlers  will  need.  When  water 
is  in  the  ditches,  when  everything  is  ready,  settlers  are  invited. 
They  are  told  that  the  government  will  erect  any  houses  they 
select  from  its  designs  if  the  settler  will  pay  in  cash  one-third  of 
the  cost.  He  can  have  the  advice  of  government  experts  in  select- 
ing and  buying  his  live  stock.  He  can,  in  New  South  Wales,  get 
his  nursery  stock  from  the  government  nursery.  A  farm  laborer 
can  obtain  a  house  and  two  acres  of  land  by  a  cash  payment  of 
about  one-tenth  of  the  cost  of  the  house. 

Farmers  must  have  a  minimum  capital  of  from  $1500  to$2500, 
the  minimum  varying  with  the  size  of  farm  applied  for.  The 
maximum  value  of  these  farms  in  Victoria,  Australia,  is  $12,500. 
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In  New  South  Wales  the  maximum  size  is  about  SOO  acres.  Set- 
tlers are  given  itemized  estimates  of  cost  and  not  encouraged  to 
undertake  the  purchase  unless  they  are  willing  to  work  hard  and 
constantly  for  the  first  two  or  three  years. 

Those  who  get  farms  find  themselves  part  of  a  great  cooperative 
undertaking  with  the  government  as  a  backer.  There  is  a  farm 
adviser  to  tell  them  what  to  plant  and  when  to  plant  it;  to  help 
them  in  buying  farm  animals  and  locating  markets  for  their  pro- 
ducts. The  settlement  board  will  lend  settlers  up  to  60  per  cent 
of  the  value  of  permanent  improvements  which  they  make,  and 
will  lend  money  on  their  live  stock.  This  money  is  loaned  for 
twenty  years  on  permanent  improvements  and  for  short  periods 
on  live  stock  at  from  4  to  5  per  cent.  The  combination  of  long^ 
time  loans  and  low  interest  rates  with  no  commissions  and,  above 
all,  the  certainty  of  being  able  to  borrow  money,  do  much  to  create 
hope  and  confidence  and  stimulate  a  family  to  do  its  best. 

The  farm  adviser  is  the  balance  wheel  of  this  credit  scheme.  He 
is  with  the  settlers;  he  learns  who  are  industrious  and  practical 
and  who  are  indolent  and  visionary.  His  influence  often  changes 
the  conduct,  if  not  the  character,  of  those  who  otherwise  would 
be  unsafe  personal  risks,  and  his  confidential  advice  keeps  the 
government  from  making  loans,  or  postponing  action  where  its 
generosity  is  being  abused. 

The  governments  of  the  Australian  states  are  creating  rural 
communities  with  the  definite  purpose  of  making  them  an  example 
of  what  democracy  can  achieve.  The  towns  are  not  makeshift 
affairs;  they  are  being  planned  to  meet  the  needs  of  the  future. 
Areas  are  set  aside  for  factories,  for  residences,  for  trade.  There 
are  broad,  straight  streets  for  business  and  winding,  cozy,  parked 
streets,  for  residences.  The  brains  and  the  talent  of  the  world 
have  been  utilized  in  planning  these  towns.  Mr.  Griffin  of  Chicago 
planned  the  two  largest  towns  of  the  Murrumbidgee  scheme  in 
New  South  Wales.  Some  of  the  towns  in  Victoria  projects  repre- 
sent months  of  study  and  suggestions  from  town  planners  from 
all  parts  of  the  British  Empire.  In  other  words,  all  that  the 
world  has  learned  about  making  country  life  convenient,  comfort- 
able, and  attractive  is  being  utilized  in  the  development  of  these 
projects. 

And  all  this  is  not  left  to  be  upset  by  speculators.  The  Aus- 
tralian states  had  seen  earlier  plans  upset  by  the  speculative  ag- 
gregation of  land  to  which  an  unlimited  freehold  title  had  been 
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given.  Pioneer  families  had  been  replaced  by  sheep.  In  all  the 
states  a  repetition  of  this  is  guarded  against.  In  New  South 
Wales  the  settler  gets  a  deed  but  he  does  not  pay  for  the  land  or 
get  an  unrestricted  freehold.  He  pays  each  year  a  charge  which 
may  be  considered  either  a  rent  or  a  tax  or  both.  He  has  com- 
plete control  of  the  land,  his  children  inherit  it,  so  long  as  he  or 
his  inheritors  live  on  and  cultivate  it.  If  they  sell,  the  purchaser 
must  be  approved  by  the  government.  If  they  move  away  without 
selling  they  can  not  rent ;  the  land  reverts  to  the  state. 

In  Victoria  the  settler  buys  the  land,  pays  for  it,  and  gets  a 
freehold  title  which  requires  the  owner  of  the  land,  or  a  member 
of  his  family,  to  live  on  and  cultivate  it.  He  can  not  buy  other 
allotments.  Land  aggregation  and  tenantry  are  prohibited  as 
enemies  of  a  democratic  civilization. 

These  settlements  have  proven  such  agricultural  and  economic 
successes  that,  in  the  midst  of  war,  the  Australian  Commonwealth 
has  appropriated  $100,000,000  to  buy  and  make  ready  farms  for 
returning  soldiers.  This,  for  a  population  of  5,000,000,  is  equiva- 
lent to  an  appropriation  of  $2,000,000,000  in  this  country.  It 
has  succeeded  because  the  plan  is  practical.  It  has  been  worked 
out  from  a  business,  as  well  as  a  humanitarian  standpoint.  It  is 
sound  business  because  of  the  money  and  time  it  saves  settlers. 
Take  the  item  of  houses  and  bams.  Over  5000  of  these  buildings 
will  be  needed  on  this  assumed  project — the  plans  for  them  are 
standardized,  materials  are  bought  at  wholesale,  and  contracts 
for  their  erection  are  let  in  large  numbers  so  that  builders  can 
keep  their  men  constantly  at  work.  The  care  given  to  the  designs 
insures  better  buildings  and  better  grouping,  and  the  settler  pays 
about  half  the  price  he  would  have  to  pay  if  he  worked  as  an  un- 
aided individual. 

Expert  help  in  buying  enables  him  to  get  better  horses  and  cows 
than  he  otherwise  would  obtain.  A  farm  prepared  to  grow  crops 
enables  him  to  make  more  money  in  the  first  two  yelirs  than  he 
would  in  five  years  if  he  had  to  level  the  land. 

All  the  money  spent  on  improvements,  loaned  to  settlers,  and 
paid  to  advisers  has  to  be  repaid  with  interest.  The  settler  is 
given  from  twenty  to  thirty-six  years  in  which  to  complete  the 
payments  and  the  interest  rate  is  low — 4j  per  cent  on  some  loans, 
5  per  cent  on  others.  By  means  of  expert  agricultural  knowledge, 
the  state's  credit  in  borrowing  money,  and  competent  direction  in 
building  houses,  leveling  land,  and  buying  equipment,  settlers  are 
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saved  anxiety  and  loss  of  money  and  time.  The  benefits  are  shown 
by  the  statistics  which  give  the  small  percentage  of  failures.  They 
can  be  fully  realized  only  by  a  visit  to  these  settlements. 

Turning  from  Australia  to  American  development  of  a  similar 
irrigation  project,  we  find  that  nothing  is  planned  or  provided  for 
but  the  irrigation  works.  There  are  no  inquiries  into  the  qualifi- 
cations of  settlers  and  no  limit  as  to  the  minimum  capital  which 
they  must  have.  Land  in  private  ownership  is  not  acquired,  and 
the  announcement  of  an  irrigation  work  is  immediately  followed 
by  a  rush  of  speculative  buyers.  When  the  actual  cultivator 
comes  along  he  has  to  pay  from  two  to  twenty  times  the  price  at 
which  land  sold  before  the  works  were  started.  The  American 
settler  finds  nothing  ready  but  the  main  canals  and  the  unformed 
dirt  roads.  If  the  land  is  covered  with  brush  it  has  to  be  cleared; 
the  elevations  and  depressions  of  the  surface  have  to  be  smoothed 
off ;  the  farm  unit  has  to  be  fenced ;  a  house  for  the  family  and  a 
stable  for  the  work  animals  have  to  be  built ;  provision  for  a  water 
supply  for  household  use  must  be  made.  Many  of  the  settlers 
know  nothing  of  irrigation  or  of  meeting  the  conditions  of  pioneer 
life.  Very  few  have  the  skill  or  the  equipment  to  prepare  land 
for  irrigation. 

Instead  of  plans  and  estimates  for  houses  and  bams  and  an 
organization  to  build  them,  the  American  settler  must  begin  by 
looking  for  carpenters,  for  lumber,  for  hardware,  for  plasterers, 
plumbers,  painters,  and  a  hundred  and  one  other  things  which  he 
has  neither  experience  nor  aptitude  to  look  for  properly.  There 
will  be  freak  houses,  lacking  durability,  sanitation,  and  comfort, 
and  detracting  from  the  appearance  of  the  district.  The  time 
of  2500  settlers  which  ought  to  be  taken  up  with  plowing  and 
planting  will  be  wasted  in  doing  things  that  two  superintendents 
of  construction  in  a  properly  organized  office  could  attend  to 
more  effectively. 

In  one  of  the  American  reclamation  districts  the  cost  of  pre- 
paring land  for  irrigation  will  be  between  $6,000,000  and  $7,000,- 
000  if  done  by  trained  men  using  proper  equipment.  It  will  cost 
more  than  twice  this  sum  if  the  settlers  have  to  do  it.  The  settler 
with  inadequate  capital  is  left  to  finance  himself.  In  most  dis- 
tricts the  commercial  banks  have  little  money  to  lend.  The  set- 
tler's security  is  not  satisfactory,  and  he  can,  as  a  rule,  borrow 
only  on  short-time  notes  at  ruinously  high  rates  of  interest.  These 
rates  vary  in  different  projects  from  8  to  18  per  cent.  In  a  recent 
instance  the  interest  paid  on  a  $2000  loan  was  25  per  cent* 
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In  the  purchase  of  live  stock  and  equipment  these  settlers  in 
strange  localities,  acting  without  expert  advice,  are  victimized  by 
being  sold  poor  horses  and  still  poorer  cows.  To  leave  this  costly 
work  to  be  done  by  settlers  who  lack  knowledge,  equipment,  and 
money,  involves  a  ruinous  waste  of  effort  and  time.  Nothing  could 
be  more  inefficient.  Making  land  ready  for  the  application  of 
water  is  as  essential  a  part  of  reclamation  as  the  building  of  canals 
and  reservoirs.  This  is  the  view  of  Hon.  Franklin  K.  Lane,  Secre- 
tary of  the  Interior,  who  this  year  stated  before  the  House  Com- 
mittee on  Irrigation: 

If  I  had  the  installation  of  the  Reclamation  Service  today  I  would 
follow  out  this  scheme  as  to  every  acre  of  land^  government  and  pri- 
vate,  on  our  projects.  I  would  say:  "The  government  will  put  in 
the  dam;  it  will  put  in  the  main  canal;  it  will  level  the  land;  it  will 
seed  the  land."  And  then  I  would  divide  that  land  up,  and  would  not 
allow  anybody  to  go  on  it  except  the  man  who  was  capable  of  using  it. 

This  government  ought,  as  a  matter  of  expediency,  to  make  its 
economic  opportunities  as  broad  as  those  of  any  other  country. 
To  do  this  the  waste,  inseparable  from  unorganized  settlement, 
must  be  eliminated.  The  profits  of  cultivation  do  not  enable  set- 
tlers to  meet  their  heavy  expenses  and  pay  their  way.  The  in- 
evitable result  is  that  they  become  victims  of  the  money  lender. 

In  1916,  the  total  mortgage  indebtedness  on  one  project  was 
$3,030,370.  Some  of  the  poorer  settlers  were  paying  up  to  18 
per  cent  interest  and  the  average  was  over  8  per  cent.  On  an- 
other project  the  total  mortgage  indebtedness  was  $8,500,000,  and 
there  were  chattel  mortgages  aggregating  $S,500,000.  The  rate 
of  interest  varied  from  6  to  12  per  cent,  with  an  average  of  over 
9  per  cent.  On  still  another  project,  the  average  indebtedness 
of  the  settlers  was  about  $1000.  Some  settlers  owed  $4000  and 
many  of  the  poorer  ones  were  compelled  to  pay  from  10  to  12 
per  cent  interest.  It  is  not  the  indebtedness  that  is  significant 
but  the  interest  rate  and  the  short  time  for  repayment.  Few  set- 
tlers can  borrow  money  for  more  than  one  year.  The  time  needed 
varies  from  two  to  twenty  years. 

A  system  of  credits  suited  to  the  conditions  of  this  development 
should  be  provided  by  the  government.  In  Australia,  the  state 
of  Victoria  lends  to  a  settler,  on  permanent  improvements  made 
by  him,  up  to  $2500.  New  South  Wales  lends  to  a  settler  on  the 
same  conditions  up  to  $4000.  The  Canadian  Pacific  Railway  lends 
up  to  $2000.    The  province  of  British  Columbia  lends  settlers  60 
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per  cent  of  the  estimated  value  of  the  land  after  the  improvements 
have  been  completed. 

What  is  Needed  if  Government  Construction  is  to  Continue 

The  full  use  of  western  water  resources  and  the  cultivation  of 
millions  of  acres  of  fertile  land  await  the  construction  of  reservoirs 
to  regulate  the  flow  of  streams  and  to  conserve  flood  waters  that 
now  run  to  waste.  The  government  is  the  best  agency  to  carry 
out  these  works.  It  can  secure  the  money  on  more  favorable  terms 
than  can  private  enterprise.  There  is  now  in  the  public  service 
a  body  of  highly  trained  engineers  who  should  be  kept  employed. 

The  greater  part  of  the  land  to  be  irrigated  will,  however,  be 
privately  owned.  Irrigation  works  to  reclaim  these  lands  should 
be  built  as  commercial  undertakings.  Not  only  should  the  cost 
be  repaid,  but  interest  as  well.  All  the  irrigation  works  of  foreign 
countries  are  planned  to  be  productive.  The  British  Government 
receives  from  S  to  7  per  cent  interest  on  its  irrigation  investments 
in  India.  The  Australian  States  receive,  or  expect  to  receive, 
4  per  cent  interest  on  the  cost  of  canals  and  6  per  cent  interest 
on  all  money  loaned  to  make  improvements  or  to  buy  equipment. 
It  is  believed  that  irrigators  in  America  can  well  afford  to  pay 
4  per  cent  interest  on  the  money  expended  in  their  behalf.  If  this 
is  done  the  largest  possible  extension  of  government  construction 
will  impose  no  burden  on  the  federal  treasury  but  will  result  in 
great  gain  in  national  wealth. 

Before  irrigation  service  is  extended,  however,  settlement  laws 
need  to  be  reformed.  The  government  should  fix  the  maximum 
size  of  a  farm  unit  and  acquire  privately  owned  land  held  in  areas 
larger  than  that  unit.  This  should  be  done  before  the  works  are 
built.  Roads,  towns,  and  canals  should  all  be  planned  in  advance 
as  part  of  a  unified  scheme,  and  it  should  be  not  at  merely  tem- 
porary scheme  to  be  upset  by  land  aggregation  as  soon  as  the 
works  are  built. 

The  need  for  drastic  action,  both  to  exclude  the  speculator  and 
to  prevent  land  aggregation  in  the  future,  has  been  shown  in  the 
development  of  existing  projects.  The  Board  of  Cost  Review  in 
dealing  with  these  evils  said: 

When  the  government  undertook  the  reconstruction  of  the  works,  the 
land  was  all  privately  owned,  except  some  state  land,  which  has  later, 
unfortunately,  and,  we  think  unwisely,  been  sold  by  the  state  of  New 
Mexico  in  comparatively  large  tracts  to  land  speculators.  This  pro- 
ject stands  out,  therefore,  as  one  in  which  desirable  social  and  eco- 
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nomic  results  of  the  reclamation  act  have  been  defeated  by  the  specu- 
lative and  nonresident  ownership  of  land  and  by  a  selfish  and  unwar- 
ranted inflation  in  land  prices. 

The  speculative  landholder  on  our  irrigation  projects  and  his  al- 
lies, the  usurer  and  the  real  estate  commission  dealer,  as  a  rule  invest 
no  money  in  improving  or  cultivating  land.  They  produce  nothing  and 
they  have  no  intention  to  produce  anything  from  the  soil.  They  rely 
for  their  profit  on  the  necessities  of  the  settlers  and  farmers  and  on 
the  unearned  increment  due  to  rise  in  land  values  from  the  mere  fact 
that  they  were  irrigable;  from  the  settlement  and  increase  in  value  of 
the  neighboring  lands,  due  to  the  sweat  of  their  neighbor's  brows,  and 
from  the  increase  in  population  and  local  business  and  trade.  They, 
unfortunately,  may  always  be  found  at  the  head  and  front  of  every 
movement  to  repudiate  under  any  and  every  flimsy  pretext,  and  to  cut 
down  the  actual  and  proper  cost  of  irrigation  works  that  alone  give 
value  to  their  own  and  neighbor's  lands  and  is  the  only  basis  of  pros- 
perity. They  constitute  not  only  no  use  or  value  to  the  project,  but 
they  are  the  greatest  possible  nuisance,  handicap,  and  hindrance  to 
development  and  progress.  This  blemish  of  the  reclamation  act  must 
be  eliminated,  controlled,  or  abated  before  any  successful  system  of 
land  settlement  in  the  arid  states  can  be  carried  out  by  the  states  or 
general  government. 

This  condemnation  of  the  speculator  is  fully  warranted  by  the 
facts  disclosed  to  this  board.  Wealthy  investors  have  been  un- 
believably selfish.  They  have  endeavored  to  have  payments  of 
the  cost  of  canals  reduced  and  thus  repudiate  the  obligations 
entered  into  with  the  government.  They  have  made  the  task  of 
administration  exceedingly  troublesome ;  they  have  imposed  on  the 
Secretary  of  the  Interior  and  his  assistants  a  burden  that  would 
have  been  entirely  averted  if  no  one  but  actual  cultivators  and 
owners  of  small  farms  had  been  able  to  own  the  land.  The  use 
of  public  money  to  increase  the  productive  value  of  privately 
owned  land  is  good  policy  if  the  result  is  a  public  benefit  rather 
than  a  private  profit.  Every  precaution  should  be  taken  to  in- 
sure this.  If  the  benefits  go  to  land  speculators,  if  actual  culti- 
vators have  to  pay  inflated  prices,  then  such  increase  in  wealth 
may  be  diverted  into  the  wrong  pockets  and  become  an  economic 
eviL  To  prevent  this,  interest  should  be  paid  on  all  money  spent. 
Nonresident  ownership  and  tenantry  should  be  made  impossible. 
The  land  so  improved  should  be  owned  by  its  cultivators. 

There  is  only  one  certain  way  of  securing  the  latter  result  and 
that  is  through  the  purchase  of  all  privately  owned  land  owned 
by  any  individual,  above  a  maximum  farm  unit,  and  its  subdivision 
and  settlement  by  the  government.    Efforts  to  secure  a  satisfac- 
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tory  subdivision  by  private  owners  have  all  failed,  both  here  and 
elsewhere.  The  present  statutes  to  accomplish  this  result  in  this 
country  are  notoriously  evaded.  The  people  administering  the 
Reclamation  Act  have  been  the  unwilling  but  helpless  tools  of  spec- 
ulators. In  Australia  the  land  is  not  only  acquired  for  subdivision 
by  the  government  but  there  is  a  growing  tendency  toward  its 
permanent  nationalization.  In  New  South  Wales  the  settler's 
title  is  a  permanent  right  to  use.  This  ri^t  is  inherited,  but 
when  the  holder  of  the  right  ceases  to  live  on  the  farm  the  title 
reverts  to  the  state.  In  Victoria  every  closer  settlement  title  ha« 
a  condition  that  the  owner  or  some  member  of  his  family  must 
cultivate  the  land  and  live  on  it  eight  months  of  each  year.  Non- 
resident ownership  and  tenantry  are  impossible.  The  results  are 
satisfactory.  These  conditions  make  for  economic  equality;  they 
strengthen  the  social  conscience ;  they  create  a  civic  pride  in  com- 
munity life  and  make  of  agriculture  something  besides  a  gamble 
in  land  values. 

The  need  for  drastic  action  is  also  shown  by  the  rapid  growth 
of  tenantry  on  American  projects.  On  the  Uncompahgre  project, 
out  of  910  farms,  869,  or  nearly  39  per  cent,  are  farmed  by  ten- 
ants. On  the  Carlsbad  project,  out  of  845  farms,  SOO  are  culti- 
vated by  tenants.  On  the  Shoshone,  the  Minidoka,  and  Boise 
projects  the  percentage  of  tenantry  is  altogether  too  high,  and 
on  all  projects  it  is  growing. 

The  prevention  of  land  aggregation  and  tenantry  is  not  perma- 
nently secured  in  the  California  Land  Settlement  Act,  not  because 
the  friends  of  the  measure  did  not  believe  it  desirable,  but  because 
the  step  being  taken  was  so  great  an  advance  over  anything  hith- 
erto attempted  in  America  that  it  was  not  deemed  expedient  to 
impose  restrictions  which  might  defeat  the  entire  measure.  It  is 
confidently  felt,  however,  that  the  act  will  be  amended  in  the  near 
future  so  as  to  make  the  ownership  of  land  by  its  cultivators  a 
permanent  condition. 

Federal  and  State  Governments  Should  Cooperate  m  Thu 
Development 

Thus  far  the  federal  government  has  provided  all  the  money 
spent  on  reclamation  projects  and  has  assumed  all  the  risks.  This 
should  not  continue;  the  states  in  which  reclamation  work  is  car- 
ried out  should  share  both  in  the  direction  of  settlers  and  in  the 
financial  responsibility  for  the  expenditure.     The  participatiott 
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of  the  state  will  be  of  great  aid  to  the  federal  authorities  because 
it  will  correct  a  mistaken  idea  which  prevails  that  anything  that 
the  state  can  secure  from  the  federal  treasury  is  clear  gain ;  which 
idea  causes  a  tolerant  opinion  of  steps  to  repudiate  obligations. 
This  would  not  exist  if  the  losses  of  such  repudiation  fell  in  part 
on  the  state. 

There  is  another,  and  even  more  important,  reason  for  this 
cooperation.  The  state  has  a  greater  interest  than  the  United 
States  in  the  kind  of  communities  created  by  these  projects.  It 
has  to  educate  the  children  in  these  settlements;  it  is  the  main 
gainer  from  increased  production,  taxation,  and  trade.  It  ought, 
therefore,  to  have  an  important  part  in  shaping  the  agricultural, 
the  economic  organization,  and  the  civic  ideals  of  these  commun- 
ities ;  and  the  time  to  begin  this  is  at  the  inception  of  development. 

The  Australian  plan  should  be  adopted  here.  Under  it  the 
federal  government  lends  the  states  money  with  which  to  buy,  im- 
prove, and  settle  the  land,  and  makes  the  state  responsible  for 
the  return  of  this  money  and  for  the  payment  of  money  spent  on 
irrigation  works.  The  federal  government  charges  the  state  4 
per  cent  for  the  money  advanced  and  the  state  charges  the  settler 
6  per  cent.  Under  such  an  arrangement  the  carrying  out  of 
reclamation  projects  would  involve  both  federal  and  state  legisla- 
tion and  the  creation  of  cooperative  organizations,  the  federal 
government  to  be  supreme  in  matters  of  construction  and  manage- 
ment of  works,  the  state  in  the  selection  of  projects,  purchase 
and  settlement  of  land,  and  the  development  of  agricultural  and 
economic  institutions  of  the  project.  In  this  way  each  cooperator 
would  perform  the  part  it  is  best  fitted  to  perform.  Such  state 
action  has  not  been  attempted  in  this  country,  but  the  California 
Land  Settlement  Act  shows  how  it  can  be  done.  The  last  legisla- 
ture of  Wyoming  favored  such  cooperation  in  the  future  reclama- 
tion of  irrigable  public  land  in  that  state.  A  memorial  to  Con- 
gress, passed  unanimously  by  the  state  legislature,  contained  the 
following  recommendations: 

That  the  federal  government  construct  and  operate  the  irrigation 
systems  under  the  provisions  of  the  United  States  Reclamation  Act. 

That  the  state  direct  the  subdivision,  sale,  and  settlement  of  the 
land,  inaugurating  a  system  of  financial  aid  and  practical  advice  to 
the  settlers,  including  loans  for  essential  farm  improvements  at  low 
rates  of  interest  with  long-time  amortized  repajrments. 

That  the  whole  development  be  planned  in  advance  so  as  to  insure 
everything  required  for  complete  and  harmonious  community  life;  in- 
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eluding  the  provisions  of  homes  for  farm  laborers^  farm  units  of  vary- 
ing sizes^  and  plans  for  towns^  roads^  and  sehools. 

The  time  has  come  when  our  negative,  irresponsible  treatment 
of  land  settlement  should  end.  There  ought  to  be  created  at  an 
early  date  a  competent  land  conunission,  composed  in  part  of 
state  and  in  part  of  federal  authorities,  to  investigate  this  problem 
and  make  recommendations  for  a  new  land  policy. 
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LAND  UTILIZATION— DISCUSSION 

Richard  T.  Ely. — The  problem  of  finding  suitable  occupations  and 
means  of  livelihood  for  returning  soldiers  and  sailors  is  going  to  be  a 
pressing  question  in  the  near  future.  At  the  close  of  the  war  this 
problem  will  at  once  become  acute  and  will  involve  finding  means  of 
taking  care^  not  only  of  the  millions  of  soldiers  and  sailors^  but  also  of 
workers  in  munition  factories  and  others  whose  occupations  have  been 
diverted  from  their  normal  course.  The  land  question  has  come  to  the 
front  during  or  after  every  war  in  which  our  country  has  been  engaged. 

The  reasons  are  obvious.  Men  are  dislocated  and  the  question  of 
an  occupation  is  reopened.  Many  after  a  life  in  the  open  look  with 
disfavor  upon  the  narrow  confining  life  of  a  shop  or  store.  They  de- 
sire the  independence  of  the  farmer.  They  feel  that  perhaps  they 
will  have  lost  some  advantages  of  advancement  in  their  old  occupa- 
tions. Inquiries  among  Australian  soldiers  revealed  the  fact  that 
40^000  desired  to  get  on  the  land. 

Our  allies  are  already  making  large^  liberal^  and  well  thought  out 
plans  to  take  care  of  returning  sailors  and  soldiers  on  the  land. 

We  should  at  once  begin  investigations  with  a  view  to  making  the 
best  possible  plans  for  taking  care  of  soldiers  and  sailors  who  desire 
to  get  on  the  land.  The  method  of  simply  allotting  land  and  letting 
the  settlers  shift  for  themselves  never  worked  very  well^  and  it  is 
now  out  of  date  dther  for  public  or  private  colonization  of  the  land. 
People  demand  something  better,  and  we  are  likely  to  have  dangerous 
discontent  as  well  as  unemployment  unless  we  make  wise  plans  for 
demobilisation.  There  should  be  no  painful  contrasts  between  what 
other  countries  and  our  own  do  for  the  returning  men,  who  have  risked 
life  and  limb  for  the  defense  of  freedom  and  civilization. 

It  is  to  be  noted  that  the  insurance  and  compensation  scheme  for 
soldiers  and  sailors,  already  in  force,  lends  itself  to  wise  plans  of  set- 
tlement. It  provides  certain  funds  and  especially  contemplates  the 
education  of  the  returning  soldiers  and  sailors  to  enable  them  to  gain 
a  livelihood. 

We  should  put  the  soldier  and  sailor,  who  wish  it,  on  well  selected 
land,  stand  behind  them  with  efficient  guidance  and  capital,  and  af- 
ford them  sufficient  time  for  repayment  for  land  and  equipment  on  the 
amortization  plan.  We  have  already  seen  examples  of  private  and 
successful  colonisation  where  the  land  purchaser  has  all  these  aids  and 
is  very  generally  successful. 

We  have  a  large  part  of  the  machinery  and  facilities  required  for 
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successful  settlement  of  the  land.  We  have  to  begin  with  the  United 
States  Department  of  Agriculture^  particularly  the  Office  of  Farm 
Management,  the  work  of  which  has  just  been  presented  to  us  bj 
Professor  W.  J.  Spillman.  This  office,  as  we  have  learned,  has  been 
engaged  in  studying  problems  of  land  tenure  and  land  settlement  for 
several  years,  has  a  vast  amount  of  material  available  relating  to  this 
problem,  and  is  in  position  to  render  valuable  aid.  We  have  also  the 
Forest  Service,  the  Reclamation  Service,  and  other  federal  bureaus. 
We  have  in  addition  the  departments  of  agricultural  and  general  eco- 
nomics in  our  state  universities.  The  immediate  step  is  to  utilise  these 
existing  agencies,  in  so  far  as  possible,  in  investigating  this  problem, 
under  competent  direction. 

It  is  highly  important  that  this  subject  should  be  investigated  im- 
mediately and  at  least  a  provisional  report  made  on  this  war  policy. 

The  purpose  of  the  proposed  investigation  is  to  supply  a  basis  for 
formulating  a  plan  for  the  settlement  on  the  land  of  returned  soldiers 
and  sailors  of  this  war.  A  preliminary  report  is  to  be  prepared  after 
consultation,  at  the  earliest  possible  date,  of  the  various  departments 
at  Washington,  the  deans  of  agricultural  colleges,  commissioners  of 
agriculture  of  the  several  states,  economists  who  have  specialized  in 
the  study  of  land  problems,  and  other  persons. 

The  proposed  subjects  of  the  investigation  are: 

1.  General  plans  of  land  settlement  and  colonization  in  foreign 
countries  prior  to  the  war,  and  proposed  adaptation  of  these  plans  for 
the  benefit  of  returned  soldiers  and  sailors. 

2.  Plans  of  land  settlement  and  colonization  in  the  United  States 
which  have  proved  successful  or  unsuccessful,  with  an  analysis  of  the 
causes  of  success  or  failure,  and  also  measures  that  have  already  been 
taken  or  are  proposed  by  public  or  private  agencies  with  reference  to 
the  settlement  on  the  land  of  the  soldiers  and  sailors  returning  from 
this  war. 

3.  Machinery  already  available  within  the  federal  government  and 
the  states  which  might  be  used  to  facilitate  the  work  of  settling  sol- 
diers and  sailors  on  the  land;  also  what  extension  of  these  facilities 
or  creation  of  new  facilities  may  be  desirable. 

4.  Land  that  is  available  or  could  be  made  available  for  the  settle- 
ment of  soldiers  and  sailors. 

EXHIBIT  A.— Our  Experience  with  Land  Benefits  to  Soldiers 

The  practice  of  bestowing  public  lands  upon  soldiers  for  their  ser- 
vices seems  to  be  as  old  as  history.  The  early  colonies  adopted  the 
practice  as  a  means  of  rewarding  those  serving  in  Indian  and  intei^ 
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colonial  wars.  The  Royal  Proclamation  of  1763  granted  to  those 
serving  in  the  French  wars  the  following  amounts  of  land:  to  field 
officers,  5000  acres;  to  captains^  3000  acres;  to  non-commissioned  offi- 
cers,  300  acres;  to  privates,  50  acres. 

The  Continental  Congress  adopted  the  same  practice,  and  in  1776 
provided  that  all  officers  and  men  serving  throughout  the  Revolution 
should  have  grants  of  land  ranging  from  500  acres  to  colonels  to  100 
acres  to  privates.  Of  the  individual  colonies,  Virginia,  New  York, 
Pennsylvania,  North  Carolina,  and  Georgia  offered  similar  bounties, 
but  in  much  larger  amounts,  for  example,  from  600  acres  up  in  New 
York. 

The  colonies  redeemed  their  pledges  early  by  setting  aside  military 
reserves  in  their  western  lands,  but  disputes  over  the  national  domain 
kept  the  national  government  from  taking  complete  action  till  1796, 
when  a  military  reserve  was  set  aside  in  Ohio.  In  1788,  the  soldiers' 
warrants  for  land  had  been  made  transferable.  The  act  of  1796  re- 
quired that  the  warrants  should  be  located  by  January  1,  1800,  but 
this  date  was  subsequently  extended  until  finally  all  limit  as  to  date 
was  removed.  Accordingly  it  is  still  possible  to  locate  land  under 
soldiers'  warrants  in  the  public  domain. 

During  the  War  of  1812,  and  again  during  the  Mexican  War,  simi- 
lar provisions  were  made  for  soldiers'  services.  The  Act  of  1846  prob- 
ably represents  the  results  of  the  accumulated  experiences  of  the  na- 
tion in  granting  public  land  to  soldiers.  The  warrants  were  unassign- 
able, but  could  be  commuted.  No  time  limit  was  set  as  to  their  loca- 
tion, and  they  could  be  located  anywhere  in  the  public  domain. 

Between  1850  and  1857  acts  were  passed  which  greatly  extended 
the  offers  of  bounties,  until  finally  all  persons  serving  in  any  war  for 
fourteen  days  or  over,  or  in  any  battle,  in  any  military  capacity  what- 
ever, whether  as  sailor,  soldier,  chaplain,  or  teamster,  were  awarded 
upon  demand  160  acres  of  the  public  domain.  The  increasing  liber- 
ality of  the  government  was  probably  due  to  the  fact  that  Senator 
Benton  had  about  convinced  the  nation  that  any  settler  who  developed 
a  farm  in  the  wilderness  paid  well  for  it,  and  that  a  land  grant  was 
no  gift  at  all.  At  any  rate  Congress  passed  the  Homestead  Act  in 
1862,  opening  up  the  public  lands  to  everybody,  soldier  or  citizen, 
upon  condition  of  residence  and  development.  Since  that  time  it  has, 
of  course,  not  been  possible  to  use  public  lands  as  rewards  for  soldiers' 
service,  except  that  the  Homestead  Act  has  been  modified  in  behalf  of 
the  Civil  War  veterans  so  as  to  allow  them  to  substitute  their  time  of 
service  in  the  army  for  residence  time  on  their  homesteads. 

In  all  598,360  soldier  warrants  were  issued  by  the  national  govern- 
ment up  to  June  30,  1907,  and  these  provided  for  locating  68,740,110 
acres  of  land. 

The  government's  reason  at  first  for  offering  land  bounties  was  to 
encourage  enlistment  From  1850  on,  however,  the  purpose  of  the 
bounties  was  to  reward  services. 

The  following  may  serve  as  a  summary  of  the  national  experience 
with  land  bounties  to  soldiers: 
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1.  A  majority  of  the  soldiers  have  no  desire  to  go  and  live  upon 
lands  which  are  remote  from  civilization  and  usually  below  the  eco- 
nomic level  at  the  time. 

2,'  The  only  way  to  get  the  sfAiitta  all  to  claim  their  warrants  is  to 
make  them  assignable^  and  this  causes  the  lands  to  pass  into  the  hands 
of  speculators  and  other  classes  of  persons  far  different  from  those 
desired  on  the  frontier. 

8,  It  is  best  to  let  the  soldiers  select  their  lands  anywhere  in  the 
public  domain. 

4.  It  is  not  feasible  to  set  a  limit  as  to  time  when  warrants  may  be 
claimed  or  located.  Some  public  land  now  spumed  may  later  rise 
above  the  economic  level  and  be  taken  up  under  warrants. 

(Based  principally  on  P.  J.  Treats^  National  Land  System  1786- 
1820.) 

EXHIBIT  B—Land  for  Soldiers  and  SaUors  in  the  British  Dominions 
1.     England  and  Wales 

In  1915  a  Departmental  Committee  was  appointed  by  the  President 
of  the  Board  of  Agriculture  and  Fisheries  to  consider  the  settlement 
and  employment  on  the  land  in  England  and  Wales  of  discharged 
sailors  and  soldiers.  The  conmiittee  reported  unanimously  on  the  sub- 
ject of  "settlement"  (Cd.  8182)^  but  split  on  the  subject  of  "employ- 
ment," 

Settlement, — The  committee  recommended  that  the  County  Councils 
be  allowed  to  continue  the  work  of  providing  smaU  holdings  to  those 
who  are  bound  by  local  ties^  as  had  been  done  heretofore.  The  state, 
on  the  other  hand^  should  provide  small  holdings  to  those  willing  to 
enter  agricultural  colonies.  The  state  should  have  the  power  of  com- 
pulsory purchase  at  the  market  price  from  private  landowners.  Each 
colony  should  be  composed  of  at  least  100  settlers,  who  should  be 
trained  and  encouraged  to  engage  in  market  gardening,  fruit  raising, 
and  dairying.  The  settlers  should  not  own  their  holdings,  but  should 
be  state  tenants,  under  a  sufficient  protection  of  their  tenant  rights.  A 
discharged  enlisted  man  should  be  given  a  holding  only  when  he  has 
demonstrated  his  ability  to  operate  one  to  advantage.  For  this  par- 
pose  a  preliminary  period  of  employment  at  a  fair  living  wage  in  a 
central  state-operated  scientific  farm  was  recommended.  The  state 
shall  encourage  the  formation  of  cooperative  credit  associations  among 
the  settlers  and  extend  credit  to  these  associations.  The  state  shall 
also  organize  depots  and  the  marketing  end  in  general,  for  which  it 
shall  charge  a  commission.  This  shall  continue  until  that  time  when 
the  settlers  will  be  ready  for  cooperative  marketing.  The  central  farm 
shall  employ  a  highly  qualified  director  and  staff  to  teach  the  settlers 
the  methods  of  scientific  farming.  The  ultimate  goal  shall  be  to  make 
the  colonies  self-supporting,  the  state  continuing  to  bear  only  the  cost 
of  the  work  of  education.  The  committee  recommended  immediate 
propaganda  work  in  the  Army  and  Navy  to  attract  settlers. 

Employment, — Of  the  ten  members  of  the  committee  seven  signed 
a  majority  report  and  the  remaining  three  united  upon  a  minority  re- 
port.    Both  reports  are  in  agreement  with  reference  to  the  necessity 


Digitized  by  VjOOQIC 


Lcmd  Utilization — Ditctission  103 

of  attractiiig  labor  to  the  fanns  after  the  war;  but^  while  the  majority 
report  maintains  that  the  requisite  changes  in  English  agriculture 
could  not  be  effected  in  time  to  employ  the  ex-service  men,  the  mi- 
nority report  insists  that  England  must  offer  to  the  ex-service  men  as 
good  a  prospect  in  agriculture  as  do  the  dominions,  and  that  she  must 
do  so  without  delay.  The  minority  report  advocates  a  policy  of  es- 
tablishing minimum  wages  through  district  or  national  boards,  and 
guaranteeing  to  the  farmer  a  minimum  price  on  wheat.  That  would 
enable  him,  first,  to  pay  a  higher  wage  and  provide  better  living  con- 
ditions; and,  second,  would  induce  him  to  convert  the  poorer  grades 
of  grass  into  arable  land. 

Memorandum  on  Britith  Imperial  plan  for  settlement  of  ex-service 
men  upon  land:  Report  of  a  committee  appointed  by  the  Secretary  of 
State  for  the  Colonies. — ^A  Dominions'  Royal  Commission  had  previ- 
ously reported  that  there  should  be  set  up  a  central  authority  for  the 
Empire,  which  should  be  a  Department  of  the  Home  Government  for 
handling  the  matter  of  settlement.  A  Consultation  Board  on  which 
the  oversea  dominions  would  be  represented  was  to  function  in  co- 
operation with  the  department.  The  present  committee  advocates 
giving. the  dominions  not  merely  advisory,  but  fullfledged,  representa- 
tion, with  the  power  to  vote.  The  committee  pointed  out  that  plans 
for  settlement  at  home  and  overseas  are  in  no  way  mutually  antagonis- 
tic. They  say,  however,  that  due  care  will  have  to  be  exercised  in 
order  not  to  disturb  the  labor  situation  in  the  oversea  dominions  should 
there  be  a  large  number  of  other  than  agricultural  settlers  emigrating. 
The  matter  of  financing  the  settlers  upon  land  is  also  considered. 

2.  Canada 
A  bill  was  introduced  in  the  summer  of  1917  in  the  House  of  Com- 
mons by  the  Minister  of  the  Interior  "To  Assist  Returned  Soldiers  in 
Settling  Upon  the  Land  and  to  Increase  Agricultural  Production." 
The  bill  proposes  a  Soldiers'  Settlement  Board  to  consist  of  three 
commissioners.  The  Minister  of  the  Interior,  at  the  request  of  the 
board,  may  reserve  dominion  lands  for  the  purposes  of  the  act,  but 
all  such  reservations  lapse  three  years  after  the  close  of  the  present 
war.  The  Ministry  may  grant  to  any  settler  recommended  by  the 
board  a  free  entry  for  not  more  than  100  acres  of  such  lands,  subject 
to  such  conditions  as  in  the  opinion  of  the  governor  in  council  are  nec- 
essary to  secure  the  use  of  the  land  for  the  purposes  for  which  it  is 
granted.  The  board  may  loan  a  settler  not  more  than  $2500  for  the 
clearing  of  land  for  agricultural  purposes,  the  improvement  of  agri- 
cultural land,  the  erection  of  farm  buildings,  the  purchase  of  stock, 
machinery  and  equipment,  and  such  purposes  as  the  board  may  ap- 
prove. Before  making  loans  the  board  must  be  satisfied  that  the  value 
of  the  security  offered  is  sufficient  to  justify  the  loan,  the  value  to  be 
estimated  on  the  basis  of  the  agricultural  productiveness  of  the  land 
and  the  commercial  value  of  any  other  security  given;  also  that  the 
applicant  has  the  ability  to  make  from  the  land  a  fair  living  for  him- 
self and  his  family,  after  paying  the  interest  and  amortization  charges 
and  other  payments  due.     All  loans  must  be  expended  under  the  su- 
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pervision  of  the  board.  Loans  npon  dominion  lands  constitnte  a  first 
charge  upon  the  lands^  and  loans  npon  other  lands  must  be  secured  by 
first  mortgages^  the  interest  being  5  per  cent  in  each  case.  Payments 
of  principal  and  interest  are  to  be  made  in  equal  annual  installments 
extending  over  a  period  of  not  more  than  twenty  years^  but  the  set- 
tler may  at  any  time  pay  the  whole  or  any  part  of  the  money  bor- 
rowed with  interest.  The  board  may  defer  the  payment  of  the  whole 
or  part  of  the  first  two  installments.  In  the  case  of  dominion  lands, 
patents  are  not  to  be  issued  until  the  loan  and  all  interest  due  have  been 
paid  in  full.  The  bill  also  provides  that  the  board  may  with  the  ap- 
proval of  the  governor  in  council  make  provision  for  the  placing  of 
returned  soldiers  with  farmers  in  order  that  they  may  be  instructed  in 
farmings  for  agricultural  training  stations  for  returned  soldiers,  for 
farm  instructors  and  inspectors  to  assist  settlers  with  information  and 
instructions  in  farming,  as  well  as  for  training  in  domestic  and  house* 
hold  science  for  settlers'  wives  and  female  dependents. 

8.     AuHralia 

A  bill  was  introduced  in  the  Australian  senate  in  the  summer  of 
1917  by  the  government  under  the  name  "Australian  Soldiers'  Repa- 
triation Bill."  It  is  a  non-partisan  measure  and  at  the  divisions  on 
the  second  reading  only  a  small  minority  voted  against  it — ^without, 
however,  opposing  the  principle  of  the  bill.  In  February,  1917>  a 
conference  was  held  between  representatives  of  the  commonwealth  and 
of  the  states.  It  was  agreed  that  the  states  should  supply  the  re- 
turned soldiers  and  sailors  with  agricultural  land  and  that  the  com- 
monwealth should  supply  them  with  the  necessary  capital.  A  census 
was  taken  among  the  soldiers  and  sailors  in  camp  both  at  home  and 
abroad,  and  40,000  expressed  a  desire  to  settle  upon  the  land.  It 
was  recognized  that  there  was  not  enough  public  land  of  a  satisfac- 
tory grade  to  satisfy  the  demand;  so  dat  condemnation  of  private 
land  would  have  to  be  resorted  to.  The  government,  at  this  time,  is 
unprepared  to  discuss  the  financial  side  of  the  proposed  projects, 
it  being  bent  solely  upon  committing  the  commonwealth  to  a  responsi- 
bility to  the  men  who  have  enlisted.  Senator  Millen,  vice  president  of 
the  executive  council  in  charge  of  the  bill,  thought  that  the  cost  in- 
volved would  be  about  £60,000,000. 

The  underlying  principles  are  as  follows:  (1)  The  holding  should 
be  of  such  a  size  that  the  settler's  own  labor  is  the  most  important 
factor  in  its  development  and  working.  (2)  That  the  size  and  char- 
acter of  the  holding  shall  correspond  to  the  financial  resources  at  the 
command  of  the  settler.  (3)  That  the  knowledge  necessary  to  work 
the  holding  can  be  acquired  in  a  short  period.  (4)  That  the  returns 
shall  be  quick.  (5)  That  the  government  shall  guarantee  a  market 
and  organize  the  handling  and  the  sale  of  the  product.  (6)  That  the 
government  shall  through  experts  in  its  employ  offer  scientific  and 
practical  guidance  to  settlers.  (7)  That  the  scheme  should  be  admin- 
istered jointly  by  the  commonwealth  and  the  states,  plenty  of  scope 
being  given  to  the  unpaid  work  of  honorary  functionaries. 
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4.     New  Zealand 

The  New  Zealand  Discharged  Soldiers  Settlement  Act>  of  1915^ 
provides  for  the  disposal  of  lands  to  returned  soldiers  onder  two 
headings:  Ordinary  Tenures  and  Special  Tenures.  The  governor 
sets  apart  by  proclamation  an  area  of  crown  or  settlement  land  for 
selection  by  discharged  soldiers  only  and  such  land  is  disposed  of 
under  the  "ordinary  tenure"  of  the  previous  land  acts.  A  duly  author- 
ised agent  of  an  enlisted  man  may  apply  on  his  behalf  for  land  under 
this  act.  Thus  able-bodied  men  or  slightly  wounded  men  may  be  pro- 
vided for. 

Under  "special  tenure"  the  disabled  men  are  dealt  with.  The  gov- 
ernment finds  the  land  and  finances  the  wounded  soldiers  until  such 
time  as  they  can  reasonably  obtain  a  return  from  the  land. 

No  transfer  of  land  acquired  in  either  way  may  be  made  for  a 
period  of  ten  years^  except  with  the  consent  of  the  government 

G.  F.  Warrex. — Three  important  land  problems  are:  What  are  our 
land  resources?  Who  is  to  live  on  the  land?  and^  How  is  the  farmer 
to  acquire  land? 

Our  Land  Resources 

The  tentative  schedule  for  the  next  census  shows  the  following  clas- 
sification of  land  in  farms: 

Acres 

9,  Total  number  of  acres  in  this  farm.i  (Give  here  all  lands  op- 
erated or  farmed  by  the  farm  operator,  including  all  outlying 
or  separate  fields,  meadows,  pastures,  or  woodlands  operated 
by  him  as  owner,  tenant,  or  manager.  Do  not  include  land 
pastured,  cropped,  or  otherwise  operated  by  any  other  than  the 
one  whose  name  is  given  after  Inquiry  1.)  

10.  Number  of  acres  of  land  which  is  devoted  to  orchards  or  vine- 

yards; or  from  which  hay,  corn,  or  other  crops  were  harvested 

\n  1917.  

11.  Number  of  acres  of  tillable  land  which  in  its  present  condition 

can  be  plowed,  but  which  was  used  exclusively  for  pasturage 

in  1917.  

19.   Number  of  acres  of  tillable  land  which  in  1917  was  lyinff  idle  or 

fallow.  

IS.   Number  of  acres  of  land  on  which  crops  were  sown  or  planted 

in  1917,  but  were  not  harvested  on  account  of  crop  failure.  

14.  Number  of  acres  of  woodland  used  for  pasture  in  1917.  

15.  Number  of  acres  of  woodland  not  used  for  pasture  in  1917.  

16.  Number  of  acres  of  nontillable  land,  other  than  woodland,  used 

for  pasture  in  1917.  

17.  Acres  of  waste  land  and  land  covered  by  buildings,  barn  and 

house  lots,  roads,  and  lanes.  


iThe  sum  of  the  acres  reported  in  answer  to  Inquiries  10-17,  inclusive, 
should  be  the  same  as  the  answer  reported  to  Inquiry  9. 
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This  will  be  the  first  enumeration  of  the  uses  made  of  all  land  in 
farms.  The  conference  on  the  agricultural  schedule  called  hy  the 
Bureau  of  the  Census  recommended  that  an  enumeration  of  land  not 
in  farms  be  made  by  counties.  Such  an  enumeration  can  be  made  with 
considerable  accuracy  in  counties  where  there  is  a  county  agricultural 
agent.  The  writer  suggests  for  consideration  the  following  classifica- 
tion of  land  not  in  farms : 

Acr0$ 

1.   Land  occupied  by  cities,  towns,  and  villages  and  their  suburbs 

and  not  used  for  any  agricultural  purpose.  

9,  Land  occupied  by  cities,  towns,  and  villages  and  their  suburbs, 

but  used  for  growing  crops  and  not  reported  in  farms.  

A  good  map  of  the  county  will  enable  one  to  estimate  the  total 
area  in  cities,  towns,  and  villages.  The  total  area  is  the  sum  of 
the  two  answers  given  above  plus  the  area  in  such  places  that 
is  included  in  farms. 
Estimate  of  the  area  iu  gardens  and  other  agricultural  use  can  be 
made  by  multiplying  the  average  area  used  for  such  purposes 
by  the  number  of  families  probably  having  such  land. 

3.  Areas  of  less  than  3  acres  outside  of  incorporated  places  used  as 

homes  but  not  reported  as  farms.  

4.  Land  used   for   industrial  plants  and  not  in   cities,  towns,   or 

villages.  

5.  Surface  area  occupied  by  oil,  gas,  and  salt  wells,  and  by  mines.  

6.  Land  occupied  by  railroads.  

The  miles  of  railroad  may  be  measured  on  a  map  and  multiplied 

by  the  average  width  of  the  right  of  way.  

7.  Land  in  public  parks.  

8.  Land  in  fairgrounds.  

9.  Land  in  graveyards.  

10.  Land  in  school-grounds  outside  of  incorporated  places.  — * 

11.  Woodland  not  in  farms  that  would  be  suitable  for  crop  growing 

if  cleared.  

19.   Woodland  not  in  farms  that  would  be  suitable  for  crop  growing 

if  cleared  and  drained.  

13.  Woodland  not  in  farms  not  suitable  for  crop  growing,  but  suit- 

able for  pasture  if  cut.  

14.  Woodland  not  in  farms  not  feasible  to  cut  or  dear,  but  now  used 

for  range.  

15.  Woodland  not  suitable  for  either  crop  growing  or  pasture.  

16.  Swamps,  ponds,  or  lakes  not  in  farms  suitable  for  crop  growing 

if  cleared  and  drained  and  which  It  is  feasible  to  drain.  

17.  Swamps,  ponds,  or  lakes  not  in  farms  for  which  drainage  is  not 

feasible.  

18.  Streams,  canals,  drainage  and  irrigation  ditches.  

19.  Arid  land  that  is  suitable  for  crop  growing,  and  for  which  water 

is  available.  
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20.  Arid  land  for  which  water  is  not  available,  but  that  is  suitable 

for  crop  growing  by  dry-farming  methods.  

21.  Arid  land  suitable   for   grazing   purposes  but   not   included   in 

19  and  30.  

29.   Arid  land  not  suitable  for  any  agricultural  use.  

23.  Mountainous  land  not  suitable  for  any  agricultural  use.  

24.  Rocky  or  stony  land  not  included  above  and  not  suitable  for  any 

agricultural  use.  ■ 

25.  Sand  hills  not  suitable  for  any  agricultural  use.  

SQ,  Other  land— describe  it  

Total  

The  total  area  plus  the  area  of  land  in  farms  should  equal  the 
area  of  the  county.     This  is  given  in  the  Thirteenth  Censiis. 

This  classification  may  appear  to  be  in  great  detail^  but  it  is  jnst  as 
easy  to  report  most  of  these  items  separately  as  it  is  to  have  them 
combined. 

Who  is  to  Live  on  the  Land? 

Since  farm  families  are  more  prolific  than  city  families^  there  is 
a  constant  movement  to  cities.  The  kind  of  persons  who  live  on  the 
farms  will  soon  be  the  kind  in  cities.  The  kind  of  persons  who  live 
on  <tbe  land  should  be  the  kind  that  we  desire  as  future  population. 
Some  very  shortsighted  persons  would  even  add  to  our  present  race 
problem  a  Japanese  and  Chinese  race  problem  by  importing  these 
persons  to  work  on  farms. 

Means  of  Acquiring  Land 

The  writer  believes  that  public  welfare  is  best  served  and  the  best 
farm  conditions  developed  when  it  is  possible  for  the  average  farm 
boy  without  any  capital  to  accumulate  enough  money  to  become  a 
tenant  by  working  as  a  hired  man  for  two  to  five  years;  and  when 
it  is  possible  for  him  to  accumulate  enough  money  so  that  he  may  be- 
come an  owner  of  a  mortgaged  farm  by  five  to  ten  years'  work  as  a 
tenant. 

An  investigation  made  in  1911  in  Jefferson  County^  New  York^  of 
668  farms  showed  the  methods  of  getting  started  as  stated  in  the  fol- 
lowing table. 

In  this  region  88  per  cent  of  the  farms  were  rented. 

In  Livingston  County,  New  York,  the  average  age  at  which  opera- 
tors became  owners  was  thirty-six  years.  In  this  region  86  per  cent 
of  the  farmers  were  tenants. 

In  Jefferson  County  those  who  started  as  hired  men  at  home  were 
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Time 

Requised  to 

Become  Tekakt  or  Owner  668  Farms 

Now  a  farm  owner 

Now  a 

tenant 

How  began 

Age 

Age 

Age 

Number 

became 

became 

Number 

became 

tenant 

owner 

tenant 

Began  as  owner 

18 

93 

... 

•  •  • 

Began  at  other 

than  farm  labor 

33 

30 

Hired  man 

86 

... 

30 

•  •  • 

Other  labor  and 

hired  man 

46 

... 

35 

•  • . 

Began  as  tenant 

29 

2-2 

33 

11 

M 

Other  labor. 

, 

then  tenant... 

38 

SS 

36 

38 

SI 

Hired  man  and 

tenant   

130 

27 

37 

149 

27 

Other  labor. 

hired  man  and 

tenant   

38 

33 

43 

62 

33 

Average  and 

total    

418 

35 

350 

99 

Livingston 

County 

36 

one  year  older  when  they  became  owners  than  were  those  who  started 
as  hired  men  away  from  home^  but  those  who  stayed  at  home  had 
aeqnired  over  $1000  more  capital  at  the  same  age. 

Those  who  went  to  high  school  became  owners  at  four  years  younger 
than  did  those  who  did  not  go  to  high  school.  Those  who  went  to 
college  became  owners  three  years  younger  than  did  high  school  men. 
Of  those  who  began  as  hired  men  away  from  home^  the  ones  who  went 
to  high  school  became  owners  a  year  younger  than  did  those  who  went 
to  district  school  only.  The  high  school  men  made  larger  labor  in- 
comes than  did  the  district  school  men.  When  sorted  in  groups  with 
equal  capital  at  the  beginning  of  the  year^  those  who  had  been  to  high 
school  made  larger  labor  incomes  than  those  who  had  not  been  to  high 
school.  The  college  men  had  largest  families,  high  school  next,  and 
district  school  men  had  the  smallest  families. 

C.  F.  Marbut. — In  this  country  we  are  beginning  to  realise  the 
need  of  more  accurate  knowledge  of  the  land.  Our  census  data  con- 
cern the  total  area  and  its  condition  with  respect  to  use.  We  know 
with  a  considerable  degree  of  accuracy  the  area  of  improved  and  tiiat 
of  unimproved  land.  This,  however,  tells  us  nothing  directly  about 
its  character.    We  are  able  to  draw  certain  inferences  but  they  at  best 
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are  mere  inferences. 

There  are  in  this  country  large  areas  of  unimproved  land.  All  of 
it  is  destined  to  become  improved^  but  not  in  the  existing  meaning  of 
that  term.  Virgin  forest  land  is  not  injproved  at  present,  but  it  will 
in  time  be  considered  so;  and  much  of  the  land  now  unimproved  and 
some  that  is  now  said  to  be  improved  will  find  its  most  productive  use 
as  forest  land.  To  determine  what  shall  finally  become  forest  land 
and  what  shall  be  devoted  to  other  uses,  accurate  knowledge  is  essen- 
tial if  it  be  properly  determined.  Knowledge  of  the  characteristics 
of  the  land,  or,  in  other  words,  the  information  on  which  classification 
must  be  based,  is  needed  not  as  an  end  but  as  a  means  of  determining 
the  capabilities  of  the  land.     The  problem  therefore  is: 

1.  Utilization  of  unused  land. 

2.  Better  utilization  of  land  now  used. 

The  better  utilization  of  land  now  used  is  the  same  problem  as  the 
effective  use  of  unused  land.  The  problem  of  the  unused  land  is  not 
simply  use,  but  an  intelligent  use,  or  the  best  use,  determined  by  neu- 
tral or  fixed  conditions  and  economic  conditions  which  change  more  or 
less  slowly. 

The  solution  of  the  problem  in  both  cases  depends  upon  a  knowledge 
of  the  natural  or  fixed  conditions.  Primarily  they  are  of  two  kinds: 
(1)  air  or  climatic  conditions,  and  (2)  land  conditions  which  are 
fundamentally  concerned  with  soil  and  topography.  What  I  shall  say 
will  concern  the  soil  itself,  assuming  that  it  is  more  fundamental  and 
of  much  more  importance  than  topography. 

Many  attempts  have  been  made  in  the  past  and  are  still  being  made 
to  determine  the  character  of  the  land  by  some  "short  cut"  method. 
Such  attempts  are  in  harmony  with  our  methods  in  doing  many  things, 
even  in  getting  rich.  They  express  the  attitude  of  youth  everywhere. 
We  have  tried  to  interpret  soil  conditions  from  geological  conditions. 
It  has  been  more  or  less  vociferously  maintained  by  the  geologists,  and 
somewhat  tacitly  admitted  by  others,  that  the  geology  of  a  region  will 
give  us  about  all  we  desire  to  know  concerning  its  soils.  More  careful 
study  of  the  soil  itself,  however,  whether  the  study  be  directed  to  the 
soil  as  a  natural  body  worthy  of  investigation  for  itself  alone  regardless 
of  its  value  as  a  producer  of  crops,  or  merely  as  a  producer  of  wealth, 
has  shown  that  over  large  areas  of  the  earth's  surface  the  nature  of 
the  soil  is  only  remotely  and  in  somewhat  minor  details  dependent 
upon  the  geological  formations  as  these  are  defined  by  geologists. 

The  geologist  is  able  to  account  for  the  processes  by  which  the  soil 
material  was  accumulated  and  for  the  original  character  of  that  ma- 
terial when  accumulated,  but  the  existing  soil  differs  from  that  material 
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to  varying  degrees^  depending  upon  the  activity  of  the  forces  that  have 
been  operating  on  the  material  since  its  accumulation  and  the  time  and 
conditions  under  which  they  have  operated. 

Soils  derived  from  identical  original  material  often  differ  much  more 
than  do  other  soils  derived  from  widely  different  original  material.  It 
is  no  more  possible  to  identify  the  broad  essential  characteristics  of 
'  soils  with  geological  formations  than  it  is  to  classify  architectural  types 
on  the  basis  of  the  kind  of  trees  from  which  the  wood  for  construction 
work  came. 

The  botanist  is  still  at  work  attempting  to  classify  land  on  the  basis 
of  its  vegetation  and  apparently  has  a  more  sound  basis  for  his  efforts 
than  has  the  geologist.  Since  the  native  vegetation  has  disappeared 
from  large  parts  of  the  earth's  surface^  and  since  it  is  well  known  that 
a  given  vegetation  type  at  any  time  is  dependent  on  many  factors  of 
which  the  soil  is  only  one,  it  is  evident  that,  while  the  vegetation  may 
be  used,  if  used  with  intelligence,  for  making  a  rough  classification  of 
the  soil  into  broad  groups,  yet  it  has  the  fatal  defect  of  resulting  only 
in  an  approximation  at  best.  It  is  a  makeshift  and  indirect  method 
of  getting  at  the  matter  and  has  very  definite  limitations  in  the  extent 
and  detail  to  which  it  can  be  extended. 

Land  classification  does  not  differ  essentially  in  its  requirements  as 
to  method  from  the  classification  of  other  natural  bodies.  The  classifi- 
cation of  plants  has  not  been  effected  through  a  study  of  animals,  even 
in  their  relation  to  plants.  We  do  not  classify  rocks  on  the  basis  of 
information  gained  from  the  soils  derived  from  them  or  on  the  nature 
of  the  magmas  from  which  they  solidified,  or  in  the  case  of  sedimentary 
rocks  on  the  basis  of  the  original  rock  that  was  decomposed  to  furnish 
the  material  of  which  they  are  composed.  A  real  classification  of  the 
land  can  be  made  only  on  the  basis  of  the  characteristics  of  the  land 
itself.  It  must  be  based  on  facts  determined  at  first  hand  and  not  in- 
directly. Land  classification  reduced  to  its  lowest,  most  fundamental 
terms  is  soil  classification,  since  the  characteristics  of  the  soil  are  the 
final  product  of  all  the  forces  that  have  been  operating  on  any  given 
area  of  the  earth's  surface  under  all  the  conditions  existing  and  that 
have  existed  in  each  locality.  Soil  must  be  classified  according  to  the 
characteristics  of  the  soils  themselves — characteristics  determined  by 
direct  study  of  the  soil. 

To  classify  soil  as  glacial  soil  or  alluvial  soil  or  pine*land  soil  or 
grass-land  soil  is  of  some  value  where  no  other  data  are  available,  but 
it  tells  us  very  little  of  the  soil  itself;  while  to  classify  it  according  to 
texture,  color,  profile,  structure,  chemical  composition  and  reactions, 
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and  physical  characteristics  is  classifying  it  on  the  basis  of  its  own 
characteristics;  and  each  fact  is  a  soil  fact  and  is  of  value  in  a  final 
and  fundamental  characterization  of  the  soil. 

It  is  exactly  this  that  we  are  attempting  to  do  in  our  soil  survey 
work.  While  it  is  true  that  we  have  certain  groups  of  soils  in  which 
the  group  basis  refers  to  features  that  are  not  necessarily  those  of  the 
soil  to  be  observed  by  a  study  of  the  soil  itself,  yet  this  is  merely  for 
convenience  and  we  recognize  fully  that  such  is  the  case.  The  soil 
units  are  defined  according  to  characteristics  of  the  soil  itself.  We 
realize  that  one  result  of  our  grouping  according  to  physiography  and 
geology  brings  about  a  certain  amount  of  duplication  in  our  units,  yet 
this  will  be  gradually  eliminated  in  time  when  we  have  finally  outlived 
the  necessity  of  our  convenient  but  artificial  grouping. 

Our  work,  therefore,  consists  of  soil  definition,  identification  and 
location,  and  the  grouping  of  the  soil  units  according  to  their  charac- 
teristics. This  is  a  classification  of  the  fundamental  features  of  the 
land.  No  final  land  classification  is  possible  without  this  soil  classifi- 
cation. It  is  the  one  factor  that  heretofore  has  been  left  out  of  consid- 
eration because  it  was  not  available.  With  a  knowledge  of  the  soil, 
topography,  and  climate  we  shall  be  in  possession  of  the  three  funda- 
mental factors  that  are  necessary. 

The  climate  is  already  rather  well  known.  The  topography  also  in 
general  terms  and  the  details  are  being  accumulated.  The  soil  data 
both  general  and  detailed  were  the  last  of  the  three  to  claim  recogni- 
tion, but  they  are  now  in  process  of  accumulation. 

In  our  work  the  soil  unit  is  defined  in  terms  of  its  characteristics, 
many  of  which  enter  into  its  determination  and  must  be  determined 
before  the  soil  can  be  identified.  It  is  unnecessary  to  describe  them 
here  since  they  are  more  or  less  technical.  By  their  means,  however, 
the  soils  of  any  area  that  has  been  covered  can  be  grouped  according 
to  several  characteristics — for  example:  according  to  drainage,  degree 
of  oxidation  and  aeration,  presence  or  absence  of  hardpan,  texture,  in- 
tractability, productiveness,  chemical  characteristics,  physical  features, 
topography. 

Classification  of  the  land,  however,  is  not  the  final  solution  of  the 
problem.  It  marks  the  attainment  merely  of  the  completion  of  the 
first  and  preliminary  stage  of  its  treatment.  It  expresses  the  result 
of  the  accumulation  of  the  fundaniental  information  on  which  the  work 
of  the  next  phase  must  be  based.  The  latter  consists  of  the  determina- 
tion of  the  adaptabilities  and  capacities  of  the  several  kinds  of  land 
that  have  been  defined,  identified,  and  located.     This  must  be  done 
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either  by  experiments  carried  on  for  the  purpose  on  each  kind  of  land^ 
or  by  a  determination  and  interpretation  of  the  results  of  the  uncon- 
scious experiments  that  farmers  have  made  in  their  more  or  less  blind 
efforts  to  adapt  themselves  to  their  natural  environment.  The  work 
of  each  of  these  methods  must  be  carried  out  by  specialists  and  by  those 
whose  training  fits  them  for  that  particular  work.  It  is  different  from 
the  work  of  land  classification.  The  first  must  be  done  by  the  crop 
experimenter — the  plat  experiment  work  of  the  Experiment  Stations. 
The  second  is  the  work  of  the  expert  in  the  geographic  phases  of  agri- 
culture. It  is  statistical  in  its  fundamental  nature  and  is  done  by  the 
careful  accumulation  and  the  interpretation  of  agricultural  statistics. 

The  final  solution  of  the  problem  is  effected  by  a  farm  management 
study,  a  study  of  farm  economics,  which  will  determine  what  shall  be 
done  under  each  combination  of  a  particular  soil  or  group  of  soils^  a 
given  climate,  and  a  given  set  of  economic  conditions.  For  the  present 
we  in  the  Bureau  of  Soils  are  concerned  with  the  accumulation  of  the 
necessary  fundamental  data  concerning  the  soil. 
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THE  FEDERAL  VALUATON  OF  RAILROADS  IN 

RELATION  TO  A  DEFINITE  POLICY  OF 

NATIONAL  RAILWAY  CONTROL 

By  John  Bauee 
Princeton  University 

There  has  been  recently  a  widespread  demand  for  discontinuing 
the  federal  valuation  of  railroads  made  by  the  Interstate  Com- 
merce Commission  in  accordance  with  the  Railway  Valuation  Act 
passed  by  Congress  and  approved  March  1,  1918.  The  discon- 
tinuance has  been  urged  on  the  patriotic  grounds  that  the  en- 
gineers, accountants,  and  clerical  forces  are  needed  in  the  war  or 
in  work  connected  with  the  war,  and  that  the  valuation  now  has 
only  secondary  importance/ 

1  The  day  before  this  paper  was  presented.  President  Wilson  issued  a  proc- 
lamation seizing  all  the  railroads  and  their  appurtenances  in  behalf  of  the 
federal  government.  The  plan  of  operation  provides  for  a  Director-General 
who  will  work  through  a  committee  of  practical  railroad  men  and  who  will 
continue  the  existing  organization  of  the  individual  companies. 

In  general,  the  plan  is  one  of  national  super-control  and  not  of  outright 
government  ownership  and  operation.  It  is  substantially  the  kind  of  organi- 
zation that  I  had  in  mind  in  the  preparation  of  this  paper.  It  provides  for  a 
national  railway  system,  without  initial  disorganization  of  management,  and 
without  the  danger  of  political  manipulation.  While  certain  details  were 
determined  by  immediate  war  conditions  and  will  probably  have  to  be  changed 
later,  in  general,  the  plan  seems  to  me  to  furnish  the  most  desirable  perma- 
nent policy,  although,  of  course,  what  should  finally  be  done  will  depend  upon 
the  success  of  the  operation  during  the  war.  However,  it  now  seems  incon- 
ceivable that  after  the  railroads  have  been  merged  into  a  single  system  they 
should  be  returned  to  status  quo  ante,  broken  up  into  the  original  competitive 
units. 

From  the  standpoint  of  permanent  policy,  there  are  two  important  points 
in  which  the  President's  plan  should  be  materially  changed:  (1)  as  to  the 
body  exercising  super-control,  and  (d),  as  to  the  method  of  compensating  the 
railway  investors.  For  the  purposes  of  the  war,  the  creation  of  a  director 
general,  not  connected  with  any  existing  government  organization,  is  probably 
desirable.  Permanently,  however,  the  super-control  probably  had  better  be 
lodged  with  the  Interstate  Commerce  Commission,  which  should  be  the  national 
board  of  railway  directors,  performing  for  the  country  at  large  the  same 
function  that  is  exercised  by  the  board  of  directors  of  an  individual  com- 
pany. The  Commission  is  an  existing  organization  and  is  excellently  fitted  to 
determine  the  general  policies.  While  a  director  general  should  probably  be 
employed,  he  should  be  responsible  to  the  Commission  in  carrying  out  operat- 
ing policies. 

As  to  compensation,  the  President's  plan  guarantees  to  each  company  the 
average  net  operating  income  for  the  three  years  preceding  June  30,  1917. 
As  a  practiced  war  measure,  this  is  probably  the  most  satisfactory  immediate 
arrangement  It  is  reasonably  liberal  to  the  railroads  and  at  once  frees  the 
investors  from  all  financial  uncertainties,  so  that  the  traffic  may  be  freely 
shifted  according  to  national  requirements,  and  new  investments  may  be  made 
at  the  government's  direction,  all  without  affecting  any  private  interests. 

For  permanent  purposes,  'however,  the  basis  of  compensation  probably  will 
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To  what  extent  the  demand  is  in  good  faith  is  difficult  to  say. 
If  the  valuation  were  not  in  process,  it  should  probably  not  be 
started  at  the  present  time.  But  it  is  well  under  way;  several 
minor  valuations  are  practically  completed,  and  most  of  the  im- 
portant ones  are  well  advanced.  If  it  is  worth  doing,  it  should 
be  actively  continued;  otherwise  much  of  what  has  been  accom- 
plished would  be  lost,  energy  would  be  wasted  in  beginning  again 
later,  and  the  undertaking  might  be  permanently  abandoned.  If 
there  is  a  shortage  of  engineers,  accountants,  and  other  technical 
men,  should  not  adjustment  be  made  in  other  enterprises  of  less 
national  significance? 

But  we  face  the  question  whether  the  valuation  is  really  of  great 
national  significance.  The  railroads  have  always  maintained  that 
it  will  not  be  worth  the  tremendous  expense  involved.  The  costs 
have  already  run  into  many  millions  of  dollars,  and  no  one  knows 
what  the  total  outlay  will  be,  but  probably  not  less  than  $75,- 
000,000.  To  justify  this  huge  expenditure  we  should  be  quite 
certain  why  it  is  made.  I  must  confess  that  as  the  law  stands 
now,  and  so  far  as  any  clear  policy  has  been  based  upon  the  valua- 
tion, I  do  not  see  the  justification  of  the  tremendous  outlay.  I 
thoroughly  believe  that  the  valuation  should  be  continued,  as  prob- 

have  to  be  changed.  The  average  operating  income  of  the  past  three  years 
is  bound  to  be  unsatisfactory.  It  is  too  rough  a  method.  In  many  cases  it 
would  make  permanent  an  unreasonably  high  return,  while  in  others  it  would 
perpetuate  an  unduly  low  return.  The  desirable  basis  of  compensation  cannot 
be  the  more  or  less  accidental  income  of  three  particular  years,  but  must  be 
Fased  on  investment  or  some  figure  connected  with  investment  For  per- 
manent purposes,  therefore,  a  definite  valuation  should  be  placed  on  the 
property  of  each  company  and  a  fair  return  allowed  on  the  amount.  While 
in  this  paper  I  rather  favored  placing  upon  the  investors  the  risk  of  earning 
the  return,  in  view  of  the  new  development,  probably  the  better  and  perhfl^ 
the  only  practicable  policy  is  to  guarantee  the  return,  freeing  the  investors 
from  aU  the  risks  of  the  business.  That  would  justify  a  lower  rate  of  return 
than  would  otherwise  be  necessary,  and  for  future  financing  would  leave  the 
government  free  to  act  according  to  national  needs. 

If,  then,  the  new  government  railway  policy  is  made  permanent,  the  valua- 
tion of  the  railroads  that  is  being  made  by  the  Interstate  Commerce  Commis- 
sion may  be  used  as  the  basis  of  compensation,  and  so  fix  the  amount  of  the 
investment  entitled  to  a  return.  The  change  from  a  temporary  to  a  per- 
manent basis  should  be  clearly  provided  for  by  Congress.  It  may  be  made 
in  one  of  two  ways:  (1)  As  the  valuation  of  any  property  is  completed,  the 
amount  may  be  taken  as  the  basis  of  future  compensation.  (9)  The  present 
guarantee  may  be  fixed  for  a  definite  period  (say,  five  years)  to  give  time 
for  all  valuations  to  be  completed.  The  second  plan  would  probably  be  more 
certain  and  leave  less  chance  for  speculation. 

If  the  new  general  policy  is  not  made  permanent,  we  shall  again  face  the 
question  o?  what  to  do  with  the  railroads.  For  the  purpose  of  working  out 
some  definite  policy,  the  Interstate  Commerce  Commission's  valuation  will  still 
be  essential.  It  should  under  no  circumstances  be  discontinued.  The  results 
will  inevitably  be  needed  for  any  reasonable  national  policy  of  railway  controL 
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ably  do  the  great  majority  of  economists  and  people  interested  in 
regulation  from  a  broad  national  standpoint.  But  I  feel,  never- 
theless, that  the  belief  rests  largely  on  hopes,  and  not  on  purposes 
already  expressed  in  definite  national  policy. 

What  is  the  purpose  of  the  valuation?  The  Valuation  Act  re- 
quires the  Interstate  Commerce  Commission  to  make  an  inventory 
of  all  the  property  of  interstate  railroads,  to  find  the  original  cost 
of  the  property,  the  cost  of  reproduction,  the  depreciation  and 
other  elements  of  value,  to  analyze  the  capitalization  and  to  re- 
port the  financial  history  of  each  company.  How  the  results  are 
to  be  used  does  not  appear.  There  is  not  even  the  provision  that 
the  final  value  of  each  property  shall  be  definitely  determined. 
Doubtless  the  figures  are  intended  chiefly  for  tax  purposes  and  for 
rate  hearings  to  determine  the  valuation  on  which  the  companies 
are  entitled  to  earn  a  return.  They  will  serve  both  the  Interstate 
Commerce  Commission  and  the  various  state  commissions,  but  their 
use  is  nevertheless  uncertain  and  at  best  cannot  be  conveniently 
made.  No  definite  procedure  has  been  established.  Unless  a  clear 
policy  is  determined,  it  seems  exceedingly  doubtful  whether  the 
costs  of  the  valuation  will  be  justified. 

I  believe  that  a  policy  can  and  should  be  worked  out  which  will 
incorporate  the  valuation  figures  for  permanent  purposes,  and 
will  greatly  simplify  the  regulation  of  railroads.  Everyone  knows 
that  the  present  methods  of  railway  regulation  are  unsatisfactory ; 
they  are  indefinite,  unwieldy,  and  do  not  achieve  their  main  pur- 
poses. They  must  be  simplified  and  worked  into  a  definite  policy 
which  can  be  kept  under  accounting  control.  The  purpose  of  this 
discussion  is  to  consider  the  present  valuation  of  railroads  in  con- 
nection with  a  definite  policy  of  national  railway  control ;  to  out- 
line a  policy  which  will  control  in  a  practical  way,  will  make 
definite  the  principles  and  purposes  of  regulation,  and  will  permit 
the  desirable  nation«il  railway  developments. 

Let  me  outline  in  general  the  plan  that  is  proposed:  (1)  In 
connection  with  the  present  valuation  of  railroads,  Congress  should 
authorize  the  Interstate  Commerce  Commission  to  determine  offi- 
cially the  amount  on  which  each  company  shall  have  the  right  to 
earn  a  return,  and  for  this  purpose  should  fix  a  definite  method 
of  valuation  or  should  authorize  the  Interstate  Commerce  Com- 
mission to  do  so.  (2)  Congress  should  provide  that  when  the 
valuation  of  any  property  is  completed  the  results  shall  be  taken 
into  the  accounts  of  the  company,  and  thereafter  the  accounts 
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shall  be  kept  so  as  to  show  constantly  both  the  valuation  entitled 
to  a  return  and  the  return  actually  realized,  so  that  the  return 
may  be  readily  compared  with  the  valuation,  and  its  adequacy 
automatically  determined.  (S)  Congress  should  finally  determine 
the  principle  by  which  the  returns  can  be  readily  adjusted,  in- 
creased, or  diminished  according  to  the  requirements  of  any  com- 
pany. 


The  first  great  difficulty  of  present  railway  regulation  appears 
in  determining  the  valuation  on  which  a  company  has  the  right 
to  earn  a  return.  All  that  is  positively  stated  by  the  Interstate 
Commerce  Act  is  that  rates  shall  be  reasonable,  and  that  the  Inter- 
state Commerce  Commission  shall  establish  reasonable  rates.  But 
how  the  reasonableness  shall  be  judged,  or  what  constitutes  an 
unreasonable  rate,  is  not  defined.  The  Commission  has  a  duty  to 
perform  with  no  clear  instructions  as  to  how  to  proceed,  and  no 
power  to  determine  a  comprehensive  plan  of  desirable  procedure. 

In  the  absence  of  legislative  definition,  the  more  specific  deter- 
mination of  reasonableness  has  necessarily  fallen  upon  the  courts. 
Except  for  the  general  order  that  rates  shall  be  reasonable,  prac- 
tically the  entire  procedure  of  rate  regulation  has  been  determined 
by  the  courts,  when  properly  it  should  have  been  fixed  by  Congress 
or  by  the  Interstate  Commerce  Commission  in  place  of  Congress. 
Any  detailed  method  of  regulation  constitutes  a  public  policy,  and 
to  determine  public  policy  under  our  government  is  a  legislative 
function.  To  establish  rate  regulation  in  the  first  instance  was 
undoubtedly  an  act  that  could  not  have  been  performed  by  the 
courts ;  but  to  provide  a  procedure  by  which  reasonable  rates  may 
be  determined  was  also  a  matter  of  public  policy,  likewise  properly 
determined  by  legislative  enactment.  Congress,  however,  did  not 
J)rovide  a  detailed  plan,  but  simply  directed  that  reasonable  rates 
should  be  established.  Consequently  when  the  Interstate  Com- 
merce Commission  has  fixed  rates,  the  final  test  of  reasonableness 
has  fallen  to  the  courts,  which  then  have  been  practically  com- 
pelled to  formulate  a  policy  in  particular  cases. 

My  purpose  is  not  to  berate  the  courts.  They  were  compelled 
to  act  where  Congress  had  failed  to  make  thoroughgoing  pro- 
visions for  regulation,  and  they  were  not  free  to  fix  a  reasonable 
plan  based  upon  general  desirability,  but  were  restricted  to  the 
requirements  of  justice  to  the  investors.    It  is  one  thing  to  declare 


Digitized  by  VjOOQIC 


Federal  Valuation  of  Railroads  117 

that  rates  shall  be  reasonable,  and  quite  another  definitely  to  pre- 
scribe how  they  shall  be  determined.  The  two  obviously  go  to- 
gether in  complete  legislation,  but  Congress,  as  in  many  cases  of 
economic  legislation,  acted  only  partially  and  therefore  placed  the 
burden  upon  the  courts  to  fix  a  definite  procedure. 

The  test  of  reasonableness  that  has  been  adopted  is  that  in 
general  rates  must  be  high  enough  to  bring  a  fair  return  on  the 
value  of  the  property  devoted  to  the  public  service.  Rates  that 
bring  more  than  a  fair  return  are  excessive,  and  those  that  bring 
less  are  too  low.  Cost  is  the  more  specific  standard,  such  cost 
including  operating  expenses  and  a  fair  return  on  the  property. 
Cost  rate-making  involves  very  great  difficulties,  but  these  will  be 
considered  later.  Let  us  now  restrict  ourselves  to  the  valuation 
of  the  property  entitled  to  a  fair  return. 

In  general,  the  proposition  that  a  company  is  entitled  to  a  fair 
return  on  the  value  of  its  property  sounds  definite  and  practical ; 
nevertheless  this  has  caused  and  is  causing  one  of  the  chief  con- 
fusions in  regulation.  The  difficulty  is,  what  is  the  value  of  the 
property?  We  cannot  consider  this  question  extensively,  but  ob- 
viously, whatever  the  courts  may  mean,  it  cannot  be  the  value  of 
the  property  in  the  sense  that  would  be  employed  in  an  ordinary 
commercial  enterprise.  It  is  an  economic  commonplace  that  the 
value  of  a  business  depends  on  the  earning  power,  and  in  a  rail- 
road the  earning  power  depends  on  the  rates.  Consequently,  if 
value  were  really  to  be  the  basis  of  rates,  rates  could  never  be 
reduced. 

The  circle  of  value  and  rates  has  been  pointed  out  perhaps  a 
thousand  times,  but  the  court  decisions  have  been  fixed,  and  they 
rest  at  value.  As  a  matter  of  fact,  however,  in  any  practical  rate 
proceeding,  value  has  been  disregarded.  We  make  valuations  for 
rate  purposes,  and  when  reductions  in  rates  are  made  the  valuation 
18  less  than  value.  But  no  definite  method  of  valuation  has  been 
adopted.  While  certain  partial  processes  have  been  favored,  no 
clear  method  has  ever  been  established.  Moreover,  valuation  has 
never  been  considered  from  the  standpoint  of  public  policy,  from 
the  broad  view  of  what  would  be  nationally  desirable;  the  courts 
have  necessarily  been  concerned  with  the  rights  of  investors  andi 
therefore,  have  always  come  back  simply  to  value  as  the  basis  of 
rates.  The  result  is  that  in  every  considerable  rate  case,  both  as 
to  railroads  and  other  public  utilities,  the  records  are  clogged  up 
with  discussions  of  value,  what  it  means,  what  should  be  included, 
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etc.  There  is  indefiniteness  and  delay,  and  real  regulation  breaks 
down  with  its  own  uncertainty  and  cumbersomeness.  Every  one 
closely  connected  with  regulation  knows  that  by  present  methods 
it  is  impossible  to  regulate  in  reality.  Because  of  the  indefinite- 
ness  and  unwieldiness,  we  cannot  keep  control  of  the  companies 
so  that  they  may  get  a  fair  return  on  their  investment  and  not 
much  in  excess. 

For  illustration,  let  us  consider  the  so-called  15  per  cent  freight 
case.  The  railroads  in  eastern  official  territory  are  before  the 
Interstate  Commerce  Commission  in  what  they  deem  an  emergency 
situation,  asking  for  a  general  increase  of  15  per  cent  in  freight 
rates.  The  Commission  first  refused  the  increase,  but  allowed 
moderate  advances  on  certain  commodities.  Now  the  case  has 
been  reopened  for  further  consideration.  But  what  clear  basis 
has  the  Commission  either  for  granting  or  denying  the  increase? 
Is  it  in  a  position  to  know  at  all  definitely  whether  a  particular 
road  deserves  the  desired  advances  or  not?  There  is  no  way  by 
which  it  can  determine  even  approximately  whether  any  particular 
company  has  been  getting  a  fair  return ;  and  there  are  other  diffi- 
culties which  will  be  considered  later.  The  decision  must  rest 
mainly  upon  more  or  less  skillful  guesswork  and  upon  the  practical 
consideration,  whether  on  the  whole  the  increases  would  be  ap- 
proved or  condemned  by  the  public.  This  is  obviously  an  unsatis- 
factory situation ;  the  basis  for  refusing  or  granting  the  increases 
should  be  definite  and  clear. 

I  am  not  bringing  charges  against  the  Commission.  Under 
present  law  it  simply  cannot  but  make  unsatisfactory  decisions. 
It  must  do  the  best  it  can  under  the  law,  and  it  has  done  exceed- 
ingly well.  But  we  should  recognize  the  difficulties,  decide  what 
sort  of  regulation  we  wish,  and  fix  clear  and  practical  methods 
for  the  purpose.  But  this  is  a  legislative  matter,  based  on  com- 
prehensive investigation  and  study  of  desirable  railway  policy. 
It  should  be  carefully  considered  by  a  special  congressional  com- 
mittee and  reported  to  Congress  for  action.  It  might  well  be 
included  in  the  investigation  by  the  Newlands  Committee  of  the 
United  States  Senate  and  made  the  basis  of  a  comprehensive  re- 
vision of  the  objects  and  methods  of  railway  regulation. 

It  seems  to  me,  then,  that  the  first  step  out  of  the  present  rather 
chaotic  situation  is  for  Congress  to  determine  a  definite  method 
of  valuation  (1)  in  regard  to  past  investments  and  (2)  in  re- 
gard to  future  investments.     As  to  the  past,  the  decision  would 
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have  to  rest  on  broad  grounds  of  national  expediency  or  reason- 
ablenesSy  and  would  probably  have  to  be  somewhat  arbitrary.  It 
could  not  meet  all  the  fine  points  of  justice,  but  it  should  never- 
theless be  equitable  in  general,  should  consider  the  public  welfare, 
and  should  be  workable.  When  adopted,  it  should  be  applied  to 
all  properties  to  determine  the  investment  entitled  to  a  return. 
No  modification  for  individual  cases  should  be  permitted,  or  the 
work  of  valuation  would  be  greatly  impeded;  there  would  be  in- 
terminable discussions  of  detail,  and  the  purpose  of  the  rule  would 
be  largely  defeated.  When  the  value  of  any  property  is  once 
definitely  established,  the  company  should  then  have  the  definite 
right  to  earn  a  return  on  the  amount. 

For  this  purpose,  the  present  valuation  of  railroads  has  ob- 
viously paramount  importance.  With  the  method  of  valuation 
clearly  determined,  the  results  would  be  definitely  taken  as  the 
company's  past  investment  entitled  to  a  return,  and  all  uncer- 
tainties of  the  past  would  be  resolved  once  for  all.  But  to  accom- 
plish this,  congressional  action  is  necessary;  it  should  not  be  left 
to  the  courts. 

I  do  not  propose  to  argue  for  any  special  method  of  valuation. 
There  are  several  possible  methods,  each  having  its  own  special 
advantages  and  disadvantages.  But  which  particular  method  is 
adopted  is  of  great  importance  both  to  the  companies  and  to  the 
public.  The  selection  will  require  exceedingly  careful  considera- 
tion. The  choice  would  probably  lie  between  the  so-called  repro- 
duction cost  of  the  property  less  depreciation  and  the  actual 
original  (installation)  cost  less  depreciation.  Whether  the  repro- 
duction cost  or  installation  cost  is  used,  would  make  a  difference 
in  the  valuation  of  railway  lands  amounting  perhaps  to  two  billion 
dollars.  This  choice  should  then  be  made  once  for  all  on  grounds 
of  national  expediency,  and  not  left  to  chance  requirements  of 
particular  cases.  Congress  should  adopt  a  definite  method  of 
valuation  and  should  act  from  the  standpoint  of  desirable  na- 
tional policy. 

The  selection  of  a  method  must  finally  depend  on  our  sense  of 
reasonableness  and  our  view  of  the  general  welfare.  The  method 
should  probably  be  judged  principally  by  the  following  five  stand- 
ards: (1)  It  should  be  definite  and  clear,  so  that  it  can  be  easily 
understood.  (2)  It  should  be  simple,  so  that  it  can  be  readily 
applied.  (8)  It  should  not  break  violently  with  present  legal 
standards,  although  these  are  unsettled  and  the  rule  itself  is  to 
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be  adopted  to  clear  up  present  uncertainty.  (4-)  It  should  have 
regard  for  what  the  investors  reasonably  expected  when  they  put 
their  capital  into  the  business.  (5)  It  should  not  sacrifice  the 
general  welfare  through  narrow  regard  for  individual  justice  or 
claims. 

As  for  the  future,  the  best  basis  of  valuation  is  simple.  The 
reasonable  and  practical  method  would  be  to  allow  a  return  on 
actual  additional  investment;  there  could  scarcely  be  an  alterna- 
tive rule.  But  it  should  be  made  clearly  a  policy  by  legislative 
authority,  so  that  the  relation  between  railway  investors  and  the 
public  would  be  exactly  determined. 

n 

The  second  fundamental  point  in  the  plan  proposed  is  that 
Congress  should  provide  complete  accounting  control.  Both  the 
investment  entitled  to  return  and  the  return  actually  realized 
should  be  shown  by  the  accoimts  of  the  company.  The  procedure 
might  be  outlined  directly  by  Congress  or  more  desirably  by  the 
Interstate  Commerce  Commission  imder  the  authorization  of  Con- 
gress. The  rights  of  investors  and  the  obligations  of  the  public 
should  be  definitely  shown  by  the  accounts  controlled  by  the  Com- 
mission. 

Since  1909*  the  Commission  has  prescribed  a  uniform  system 
of  accoimts  for  all  interstate  railroad  companies.  These  accounts 
provide  in  considerable  detail  for  showing  the  investment  in  dif- 
ferent classes  of  property,  the  liabilities  and  securities  outstand- 
ing, the  various  reserves  and  surplus,  also  the  revenues  and 
expenses  connected  with  the  operation.  As  a  system,  especially 
as  revised  since  the  first  issue,  the  accoimts  as  prescribed  are  satis- 
factory. Various  minor  criticisms  might  be  made,  but  on  the  whole 
the  system  provides  a  fairly  adequate  mechanism  for  the  auto- 
matic accounting  control  that  is  urged.  The  difficulty  is,  the 
investment  figures  shown  in  the  accounts  cannot  be  taken  as  the 
basis  of  regulation.  This,  however,  is  not  true  of  the  accounb 
dealing  with  operation ;  the  operating  revenues  are  absolute  mat- 
ters, and  the  operating  expenses  and  other  charges  that  should 
be  borne  by  the  public  are  fairly  definitely  determined.  Neither 
can  any  important  criticism  be  made  of  the  Commission's  operat- 
ing policies  in  relation  to  depreciation  and  renewals  of  property. 

2  This  property  and  expense  classification  became  effective  January  1,  1909, 
but  the  revenue  classification,  July  1,  1907. 


Digitized  by  VjOOQIC 


Federal  Valuation  of  RaUroads  121 

The  return  on  investment  shown  by  the  present  accounting  con- 
trol is,  therefore,  fairly  trustworthy,  though  it  is  not  coupled  up 
with  a  complete  policy  of  regulation. 

The  real  difficulty  appears  with  the  property  or  investment 
accounts.  The  property  figures  have  no  significance  for  regula- 
tory purposes.  They  represent  mostly  the  equalization  of  security 
issues,  and  the  methods  of  past  security  issues  are  too  well  known 
to  require  consideration.  It  would  be  exceptional  if  in  any  case 
the  investment  in  road  and  equipment  shown  would  be  even  ap- 
proximately equal  to  the  fair  earning  value  of  the  property  de- 
termined by  reasonable  methods.  They  are  book  figures  and 
nothing  more,  and  their  annual  publication  by  the  Commission 
has  meant  not  only  largely  wasted  effort,  but  has  tended  to  create 
misleading  impressions  as  to  railroad  investments. 

The  criticism  should  be  modified  as  to  property  installed  since 
the  Commission's  accounting  rules  were  put  in  force.  The  invest- 
ments since  1907  have  probably  been  fairly  satisfactorily  reported. 
But  of  most  of  the  important  railroads,  the  property  accounts 
extend  back  fifty  to  seventy-five  years  or  more,  and  the  charges 
may  include  both  original  capitalization  issued  without  actual  in- 
vestment and  later  overcapitalization  due  to  consolidations  of 
properties;  and,  in  some  instances,  overcapitalization  through  in- 
adequate maintenance,  with  renewals  financed  through  the  issue 
of  capital  securities. 

The  property  accounts,  therefore,  serve  no  purpose  in  our 
scheme  of  regulation.  If  we  are  to  have  an  official  valuation  of 
all  railroad  properties,  the  accounts  of  the  companies  should  be 
rewritten  accordingly,  so  that  for  each  company  a  particular 
account  would  show  the  earning  value  of  that  particular  class  of 
property  in  service,  and  so  that  all  the  property  accounts  together 
would  show  the  total  investment  entitled  to  a  return.  Thereafter, 
the  cost  of  all  additions  and  improvements  would  be  added  to  the 
accounts  and  when  old  property  is  retired  from  service  its  original 
valuation  or  cost  would  be  written  off  the  accounts  at  the  same 
amount  as  it  stood  charged.  The  balance  of  the  property  ac- 
coimts  would  always  show  the  investment  entitled  to  a  return.  In 
any  case,  then,  references  to  the  books  would  show  immediately 
both  the  valuation  entitled  to  a  return  and  the  return  actually 
realized  on  the  property.  There  would  be  automatic  accounting 
control;  the  facts  would  not  only  be  instantly  ascertainable,  but 
they  would  be  regularly  checked  to  show  the  results  of  operation. 
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To  present  the  facts  as  desired,  a  comprehensive  policy  would 
have  to  be  authoritatively  adopted,  which  would  provide  for 
the  maintenance  of  property,  including  depreciation,  retirements 
and  replacements;  and  the  property  accounts  would  have  to  be 
treated  accordingly.  There  might  be  alternative  procedures,  but 
whatever  operating  plan  and  special  accounting  devices  are 
adopted,  the  fundamental  facts  should  always  appear — the  invest- 
ment entitled  to  a  return  and  the  return  actually  realized.  It 
should  always  be  clear  whether  the  revenues  are  greater  or  less 
than  required  for  the  return  on  investment.  The  Commission's 
present  provisions  for  maintenance  and  its  accounting  require- 
ments for  operation  are  satisfactory,  except  that  they  are  not 
coupled  up  with  a  comprehensive  and  practical  system  of  regu- 
lation. 

It  should  be  mentioned  that  the  Valuation  Act  requires  that  as 
additions  and  other  changes  in  the  property  are  made  they  shall 
be  reported  and  the  Commission  shall  keep  the  valuation  up  to 
date.  This  is  an  excellent  provision,  and  the  Commission  has 
already  taken  steps  for  the  purpose.  But  as  the  law  stands,  the 
valuation  records  will  have  to  be  kept  in  supplementary  files  and 
will  not  be  shown  in  the  property  accounts  of  the  companies ;  and 
while  the  figures  may  be  used  as  prima  facie  evidence  in  any  case, 
they  will  have  no  definite  significance  for  any  regulatory  purpose. 
They  will  merely  furnish  evidence  of  value,  but  will  not  constitute 
the  value  clearly  recognized  as  entitled  to  a  return.  As  prices 
shift  and  business  conditions  change  the  valuation  will  tend  to 
become  obsolete.  Why  not  incorporate  the  figures  definitely  in 
the  accounts  and  keep  them  up  to  date  to  show  the  investment 
entitled  to  a  return?  Would  that  not  be  the  simplest  and  clear- 
est procedure? 

The  question  may  be  raised,  whether  if  the  official  valuation 
on  the  books  be  taken  there  should  not  be  also  an  adjustment  of 
the  liabilities  and  securities  covering  the  property.  If  in  any 
case  the  official  valuation  should  be  considerably  less  than  the  past 
book  figures,  then  the  revision  of  the  property  accounts  would 
necessarily  result  in  showing  a  deficit  in  the  company's  books. 
How  should  this  book  deficit  be  treated?  In  some  instances,  the 
earning  value  of  the  property  may  be  completely  covered  by  the 
bonds  and  current  liabilities ;  then  what  adjustment  should  be  made 
for  the  capital  stock  outstanding? 

The  broader  question  of  policy  is,  whether,  if  the  property  ac- 
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counts  are  rewritten  so  as  to  show  definitely  the  earning  value, 
the  capitalization  should  not  be  adjusted  to  the  same  basis.  In 
some  instances  there  might  be  difficulties,  but  would  they  be  in- 
superable? The  capital  stock  could  always  be  scaled  down,  and 
except  in  unusual  cases  the  bonds  outstanding  would  not  be  dis- 
turbed. If  the  adjustments  in  capitalization  were  once  made,  then 
the  investment  entitled  to  a  return  would  be  shown  by  the  amount 
of  securities  outstanding,  which  would  be  the  clearest  way  of 
showing  the  earning  value.  Subsequently,  if  the  property  is 
satisfactorily  maintained,  the  additions  to  the  investment  would 
be  shown  by  the  new  securities  issued.  The  Commission  could  then 
control  the  investment  merely  by  requiring  proper  maintenance 
of  property  and  controlling  the  issue  of  securities.  This  would 
be  simple,  but  it  would  involve  the  control  of  capitalization  for 
which  the  Commission  should  receive  legislative  authority. 

But  even  if  the  securities  outstanding  are  not  adjusted  to  the 
earning  value,  the  property  accounts  should  nevertheless  be  re- 
written according  to  the  results  of  the  official  valuation.  The 
overcapitalization  would  in  most  cases  pertain  only  to  stock, 
seldom  to  bonds,  and  the  amount  could  be  shown  as  a  permanent 
discount.  In  many  cases  the  valuation  may  exceed  the  securities 
and  obligations  outstanding;  then  the  difference  might  be  shown 
as  a  permanent  capital  reserve.  But,  however  the  matter  be 
treated,  it  sholild  be  determined  definitely  and  consistently  with 
the  general  policy  of  regulation  established. 

Ill 

The  third  fundamental  step  in  a  thoroughgoing  policy  of  regu- 
lation, after  an  official  method  of  valuation  has  been  established 
and  complete  provisions  are  made  for  keeping  track  of  the  valua- 
tion showing  the  returns  actually  realized,  is  to  provide  for  the 
proper  adjustments  of  the  returns,  so  as  to  cut  off  excesses  and 
to  make  up  deficiencies.  Two  alternative  methods  may  be  con- 
sidered: (1)  to  reduce  or  increase  transportation  rates  as  returns 
are  excessive  or  too  low;  and  (2)  to  permit  the  fixing  of  rates 
according  to  commercial  considerations,  limit  dividends  to  a  fair 
return  on  the  investment,  and  take  the  excess  profits  for  public 
purposes  in  the  form  of  special  franchise  taxes. 

While  no  definite  policy  has  been  established,  the  Interstate 
Commerce  Commission  has  been  following  as  best  it  could  the  first 
method,  attempting  to  control  the  return  on  investment  through 
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the  fixing  of  transportation  rates.  As  already  stated,  the  law 
has  required  that  rates  shall  be  reasonable,  and  the  retorn  on  the 
investment  has  become  the  fundamental  basis  by  which  reasonable- 
ness is  judged.  Except  for  arbitrary  discriminations,  rates  have 
seldom  been  considered  unreasonable  per  se;  they  have  been  ren- 
dered unreasonable  through  excessive  earnings.  The  ideal  has 
been  to  fix  rates  at  cost,  including  in  cost  operating  expenses  and 
a  fair  return  on  investment. 

I  shall  not  attempt  to  discuss  at  length  the  theories  of  rate 
making,  for  I  should  be  considering  largely  economic  common- 
places. I  assume,  however,  that  economists  are  pretty  well  agreed 
that  the  cost  of  service  is  not  a  practical  method  of  railway  rate 
making,  and  to  the  extent  that  regulation  has  been  following  that 
method  it  has  been  wrongly  directed.  I  may  be  mistaken  in  my 
assumption  of  general  agreement ;  but  at  least  the  question  should 
be  carefully  considered  by  an  authoritative  body  whether  cost 
rates  are  feasible  and  whether  they  furnish  the  best  method  of 
controlling  the  return  on  investment. 

I  believe  that  the  only  practicable  general  basis  of  railway 
rates  is  value  of  service,  or  as  frequently  stated,  charging  what 
the  traffic  will  bear.  But  I  believe  also  that  investors  should  not 
get  the  benefit  of  excessive  returns  realized  through  such  rates. 
If  rates  are  fixed  according  to  what  business  conditions  permit, 
dividends  should  be  limited  to  a  fair  return  on  investment,  and 
the  excessive  earnings  should  be  taken  for  public  purposes  in  the 
form  of  special  franchise  taxes.  The  unreasonable  thing  is  not 
that  railroads  fix  rates  according  to  the  value  of  their  service  to 
the  public,  but  that  they  receive  excessive  profits  from  a  business 
which  has  a  recognized  public  character.  What  in  itself  is  there 
unreasonable  in  charging  what  the  traffic  will  bear?  It  means 
such  rates  as  will  develop  traffic  to  the  point  of  greatest  profitable- 
ness. Such  rates  cannot  be  arbitrary;  they  must  have  proper 
regard  for  the  commercial  development  of  the  communities  served 
by  the  railroads;  they  cannot  be  so  high  as  to  take  an  undue 
share  of  the  gross  profits  of  production. 

If  rates  are  fixed  according  to  commercial  considerations,  again 
what  grounds  are  there  for  objecting  to  the  rates  themselves, 
provided  that  there  are  no  arbitrary  discriminations  between 
shippers?  Is  not  the  value  of  the  service  the  basis  of  prices  or 
rates  in  all  non-regulated  production  ?  Is  there  even  clear  reason 
for  believing  that  if  railway  rates  are  less  than  what  the  traffic 
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will  bear,  at  least  as  to  freight,  the  final  consumers  of  commodities 
receive  the  benefit?  For  the  most  part  do  not  the  lower  rates 
merely  mean  a  readjustment  of  business  profits,  with  prices  of 
goods  to  ultimate  consumers  practically  unchanged?  It  must 
be  remembered  that  freight  rates  constitute  business  costs  and 
do  not  fall  directly  on  consiuners..  For  the  most  part,  would  not 
charging  less  than  business  conditions  justify  simply  keep  ex- 
cessive profits  from  the  railroads  and  give  them  to  the  manufac- 
turers and  dealers?  But  why  give  the  latter  more  than  their 
services  are  worth?  Why  not  let  them  pay  for  the  full  value 
of  the  transportation,  and  then  take  the  excessive  railway  earn- 
ings for  public  uses?  If  we  keep  unreasonable  profits  from  the 
railway  investors,  do  we  not  prevent  the  fundamental  thing  which 
has  been  deemed  to  make  rates  unreasonable? 

I  hold  to  the  value-of-service  theory,  however,  not  because  I 
believe  that  it  represents  a  social  ideal  in  itself,  but  because  the 
cost  theory  is  unworkable.  While  most  economists  comprehend 
the  difficulties  well  enough,  many  have  nevertheless  declared  them- 
selves in  favor  of  cost  rates.  They  have  done  so  in  part  perhaps 
because  they  have  not  visualized  sufficiently  the  difficulties  or  im- 
possibilities involved,  but  chiefly  because  they  feel  strongly  the 
undesirability  of  leaving  to  the  investors  excessive  earnings  from 
a  public  enterprise.  I  thoroughly  agree  with  this  view,  but  why 
not  employ  a  workable  basis  of  rates  and  then  proceed  directly 
to  prevent  undue  profits? 

I  shall  not  attempt  to  discuss  at  length  the  objections  to  cost 
rate  making.  The  chief  difficulties  are:  (1)  There  is  no  definite 
or  even  approximately  definite  transportation  imit  on  the  basis  of 
which  cost  may  be  determined.  (2)  The  costs  are  largely  joint, 
so  that  they  cannot  be  directly  charged  to  specific  services.  (3)  To 
a  considerable  extent  the  costs  are  constant, — they  do  not  vary 
with  the  quantity  of  service.  And  (4)  closely  connected  with  the 
foregoing  is  the  financial  difficulty  that  at  uniform  cost  rates, 
whatever  transportation  unit  be  used,  in  most  cases  the  roads 
would  not  be  sufficiently  utilized  to  bring  the  necessary  return  on 
investment,  so  that  differential  rate  bases  are  inevitable  if  the  in- 
vestment is  to  be  self-supporting.  These,  of  course,  are  economic 
commonplaces.  There  is  one  point,  however,  which  has  not  re- 
ceived extensive  consideration,  and  which  finally  renders  cost  rates 
impracticable.  It  is  well  known  that  railroads  are  so  inter- 
dependent that  changes  of  important  rates  on  one  line  will  necessi- 
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tate  corresponding  changes  on  other  lines.  Railway  rates  form 
a  vast  and  intricate  structure  upon  which  depends  the  economic 
equilibrium  of  large  industrial  areas.  No  railroad  can  be  treated 
independently,  with  its  rates  determined  according  to  its  own  cost 
factors.  Other  roads  must  be  considered,  whether  they  have 
higher  or  lower  costs,  and  even  if  they  do  not  come  into  immediate 
or  direct  competition.    How,  then,  can  cost  rates  be  maintained? 

To  illustrate  the  point,  suppose  we  take  two  roads  with  the 
same  termini,  or  which  reach  the  same  markets,  the  one  running 
through  rich  territory,  and  the  other  through  a  poor  region.  The 
first  naturally  has  low  costs  because  of  heavy  traffic,  and  the  sec- 
ond has  high  costs  because  of  light  traffic.  Both  have  the  same 
general  level  of  rates,  so  that  the  first  is  making  excessive  earn* 
ings,  while  the  second  is  not  receiving  a  fair  return  on  investment. 
How  would  you  reduce  rates  on  the  one  and  raise  them  on  the 
other?  If  you  were  to  attempt  it,  would  you  not  upset  all  the 
industrial  relations  of  wide  areas,  established  by  far-reaching  com- 
petitive forces?  Suppose  you  lower  the  rates  on  the  prosperous 
road  and  reduce  its  earnings  to  a  reasonable  amount,  would  you 
not  inevitably  destroy  the  business  of  the  poorer  road?  The  lat- 
ter could  not  charge  relatively  higher  rates  than  its  better  located 
competitor,  whatever  the  permission  of  the  regulating  authority. 
If  you  let  the  poor  road  earn  a  fair  return,  you  would  have  to 
allow  the  other  excessive  returns;  but  if  you  restrict  the  latter 
to  a  fair  return,  you  would  confiscate  the  poorer  investment. 
What  would  you  do? 

This  is  the  chief  difficulty  that  the  Interstate  Commerce  Com- 
mission has  faced  the  past  four  years  in  every  important  petition 
for  increased  rates,  and  is  bound  to  face  until  the  fundamental 
facts  of  the  railroad  business  are  recognized  in  our  method  of 
regulation.  Operating  costs  have  been  increasing  rapidly.  The 
poorer  roads  have  been  working  under  tremendous  disadvantages, 
and  have  doubtless  deserved  higher  rates.  But  the  stronger  roads 
have  not  needed  relief;  their  excess  earnings  in  most  cases  have 
simply  been  diminished.  But  the  Commission  has  not  been  able 
to  grant  the  poorer  companies  the  increases  that  they  deserve 
without  adding  to  the  unearned  profits  of  the  others.  What  could 
the  Commission  do  but  to  compromise,  granting  some  advances 
but  disallowing  the  general  increases?  But  obviously  such  com- 
promise does  not  help  the  poorer  roads  as  much  as  they  desenre^ 
and  adds  to  the  excessive  returns  of  the  others.    And,  as  in  the 
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present  emergency,  it  prevents  the  desirable  development  of  rail- 
way facilities. 

Why  should  not  freight  rates  have  advanced  in  recent  years 
somewhat  in  accordance  with  the  increase  in  other  prices?  With 
the  immense  profits  made  in  most  lines  of  industry,  what  special 
imposition  upon  business  would  there  have  been  if  some  of  the 
excessive  profits  had  been  absorbed  by  the  railroads,  provided  that 
undue  returns  had  not  been  allowed  to  railroad  investors?  If 
freight  rates  had  been  freely  fixed  according  to  business  conditions, 
the  poorer  roads  would  be  in  fair  financial  condition,  while  the 
others  would  have  contributed  their  excess  earnings  to  the  public 
revenues.  Would  not  this  have  been  a  thoroughly  reasonable 
situation?  The  inelasticity  of  freight  rates  doubtless  has  greatly 
restricted  railroad  developments,  has  prevented  many  investors 
from  getting  what  they  should  receive,  and  at  best,  by  keeping 
railroad  profits  down,  has  merely  added  to  the  excessive  profits 
of  other  industries. 

If  the  proposed  policy  had  been  in  force,  there  probably  would 
have  been  sharp  rate  increases  in  recent  years,  but  would  not  the 
consequences  have  been  desirable?  There  is  the  further  point  that 
sharp  increases  would  have  prevented  much  of  the  congestion  of 
trafiic  when  the  railroad  facilities  have  been  needed  for  war  pur- 
poses. With  considerably  higher  rates,  transportation  would  have 
been  greatly  diminished,  and  the  railroads  would  have  been  re- 
served for  goods  whose  transportation  has  been  the  more  urgent. 
But  with  the  rapidly  increasing  prices  in  nearly  all  industries  and 
with  fixed  and  low  transportation  charges,  the  tremendous  pres- 
sure upon  the  railroads  became  inevitable.  Vast  quantities  of 
goods  have  been  transported  that  should  not  have  been  carried 
according  to  any  reasonable  national  policy,  and  now  shipments 
have  to  be  regulated  by  priority  determination  instead  of  auto- 
matically by  the  commercial  adjustment  of  rates. 

Why  not  fix  rates  freely  as  commercial  conditions  justify  or 
demand,  and  take  excess  profits  for  public  purposes?  I  do  not 
mean  that  the  Interstate  Commerce  Commission  should  give  up  its 
power  over  rates;  it  should  prevent  arbitrary  discrimination  and 
should  cooperate  with  the  railroads  to  establish  throughout  the 
country  a  network  of  relatively  reasonable  rates.  But  if  we  wish 
to  restrict  the  return  on  investment,  is  not  the  way  proposed  much 
more  satisfactory  than  the  roundabout  method  of  cost  rate 
making? 
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IV 

In  conclusion,  it  seems  worth  while  briefly  to  consider  the  more 
important  criticisms  and  to  review  the  chief  advantages  of  the  en- 
tire scheme  of  regulation  that  has  been  proposed. 

Constitutionality. — ^The  first  criticism  to  be  considered  is  that 
the  plan  would  violate  the  Constitution  of  the  United  States.  The 
question  is  whether  it  would  be  possible  under  our  Constitution 
to  take  profits  from  a  company  that  were  realized  through  rates 
legally*  authorized.  If  a  company  has  been  charging  rates  per- 
mitted by  law,  can  the  resulting  profits  in  excess  of  a  fair  return 
on  investment  be  taken  for  public  purposes?  Would  that  be  taking 
property  without  due  process  of  law? 

No  absolute  answer  can  be  made.  But  if  the  scheme  were 
moulded  into  a  clear  public  policy,  and  if  the  entire  procedure 
seemed  reasonable,  I  cannot  see  on  what  grounds  the  law  could 
be  declared  unconstitutional.  At  present  the  Interstate  Commerce 
Commission  is  expected  to  fix  rates  at  such  a* point  as  not  to  bring 
more  than  a  fair  return  on  investment,  and  there  is  no  question 
about  the  constitutionality  of  the  provision.  If,  then,  the  return 
on  investment  can  be  restricted  indirectly  through  rates,  why  not 
directly  through  limitation  of  profits?  The  only  probable  con- 
stitutional danger  would  appear  in  determining  the  basis  of  valua- 
tion for  past  investment.  The  method  finally  adopted  would  have 
to  be  very  carefully  considered,  and  the  reasons  for  it  would  have 
to  be  very  clearly  stated.  To  avoid  the  danger,  even  if  a  rule 
very  liberal  to  investors  were  adopted,  the  definiteness  for  the  fu- 
ture would  probably  justify  the  liberality  and  the  additional  bur- 
den placed  upon  the  public.  The  proposal  really  amounts  to  a 
rigorous  excess-profits  tax  in  an  industry  with  a  recognized  public 
interest,  with  the  procedure  clearly  defined  by  legislation.  Is  the 
scheme  not  reasonable?  Is  it  not  desirable?  If  so,  is  it  not  con- 
stitutional? 

Guarantee  of  return  on  investment. — The  second  criticism  likely 
to  be  made  is  that  if  the  return  on  investment  is  limited  there 
should  be  a  guarantee  of  the  return,  so  that  railway  investors  may 
be  free  from  any  business  risks  connected  with  the  industry.  But 
why  does  it  necessarily  follow  that  if  a  return  is  limited  it  most 
be  guaranteed?  While  I  am  inclined  to  believe  that  the  risk  of 
earning  the  return  had  better  be  left  upon  the  investors,  that  b 
a  matter  of  specific  policy,  and  not  of  logical  necessity^  Itj 
preference  is  that,  except  as  to  arbitrary  discrimination^  Qmi  ] 
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roads  should  be  free  to  fix  rates  so  as  to  earn  the  full  stipulated 
return,  but  the  risk  of  being  able  to  earn  it  should  be  left  upon 
the  investors.  With  this  risk  clearly  defined  and  placed  upon 
investors,  the  railroad  managements  would  probably  select  more 
carefully  all  additions  and  improvements,  and  would  regard  more 
critically  the  costs  of  operation,  than  if  the  return  were  guaran- 
teed. What  would  there  be  unfair  or  unreasonable  in  the  plan, 
provided  the  investors  know  clearly  what  risks  they  are  taking 
when  they  place  their  capital  at  the  public  service? 

The  alternative  policy,  however,  of  guaranteeing  the  return, 
might  well  be  adopted,  although  it  does  not  necessarily  follow  the 
strict  limiting  of  returns.  It  would  have  to  be  considered  on  its 
own  merits ;  it  has  advantages  as  well  as  disadvantages.  It  would 
reasonably  involve  much  more  extensive  supervision  by  the  Inter- 
state Commerce  Commission  of  all  capital  additions  and  of  opera- 
tion than  has  been  so  far  attempted.  But  it  would  require  a  lower 
rate  of  return  on  investment.  With  the  guarantee,  capital  for 
the  future  could  probably  be  got  at  4  per  cent,  while  with  the 
risk  upon  investors  it  would  probably  average  6  to  8  per  cent. 
The  difference  in  rate  is  worth  considering  in  deciding  which  policy 
to  adopt,  but  the  policy  should  be  made  definite  by  legislative 
enactment  so  that  the  investors  may  know  what  risks  they  are 
taking. 

Diffictdty  in  getting  capital. — ^The  third  objection  is  that  with 
the  restricted  return  on  investment  it  would  be  difficult  to  get  the 
necessary  capital  for  desired  additions  and  improvement.  As  for 
the  past,  the  capital  is  fixed  and  cannot  be  removed;  we  have 
merely  the  question  of  treating  it  fairly.  For  the  future,  the 
ability  to  get  capital  will  depend  altogether  upon  the  risks  of  the 
business  and  upon  the  return  allowed.  One  of  the  chief  difficulties 
in  recent  years  has  been  the  uncertainty;  the  investors  have  not 
known  what  to  expect.  But,  if  we  make  the  risks  clear  and  defi- 
Yiitely  determine  the  restrictions,  why  should  we  not  get  all  the 
necessary  capital,  provided  we  are  willing  to  pay  a  high  enough 
return  ?  The  rate  of  return  would  have  to  be  determined  by  mar- 
ket conditions.  Whenever  investments  are  to  be  made  and  securi- 
ties sold  for  the  purpose,  the  purchasing  price  could  not  be  deter- 
mined by  the  Interstate  Commerce  Commission  or  Congress,  but 
would  depend  upon  the  market.  The  return  allowed  would  be  the 
rate  involved  in  the  issue  of  securities,  which  would  be  a  definite 
contractual  matter.    In  case  of  bonds,  the  situation  would  be  no 
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different  from  what  it  has  been  in  the  past ;  the  bondholders  would 
get  the  interest  definitely  stipulated  and  the  rate  of  return  would 
be  that  involved  in  the  issue  of  the  bonds.  For  capital  stock,  the 
best  plan  would  be  to  provide  a  fixed  dividend,  and  then  make  the 
issue  above  or  below  par  as  circumstances  demand.  The  stocks 
would  be  similar  to  present  preferred  stocks  or  junior  lien  bonds. 
The  rate  of  return  would  have  to  be  higher  than  for  bonds,  and 
in  most  cases  would  have  to  be  6  or  8  per  cent,  depending  upon 
the  risks  involved.  The  proper  question  in  any  case  for  the  Com- 
mission to  determine  would  be  whether  the  new  expenditures  would 
be  worth  the  costs  involved  in  the  issue  of  securities  to  provide 
the  fimds.  If  the  expenditures  seemed  justified,  the  return  would 
then  be  a  contractual  matter.  The  obligation  of  the  public  would 
be  fixed  and  investors  would  know  what  to  expect.  Why  would 
not  this  plan  make  available  all  the  capital  needed  for  justifiable 
railway  purposes? 

Difficulty  in  establishing  a  fair  method  of  valuation. — The 
fourth  objection  is  that  while  in  general  the  proposed  scheme  may 
be  desirable,  at  the  present  time  a  fair  valuation  policy  applicable 
to  past  investments  could  probably  not  be  established;  the  cost 
of  reproduction  method  would  probably  be  selected,  which  would 
capitalize  permanently  against  the  public  not  only  present  high 
prices  of  materials  and  labor  but  more  especially  the  unearned 
land  values  amounting  to  perhaps  two  billion  dollars, — and  the 
method  would  then  be  inevitably  imposed  upon  all  public  utilities. 
The  feeling  is  that  if  present  methods  are  permitted  to  continue 
for  ten  or  fifteen  years  longer,  prices  may  return  to  a  much  lower 
level,  legislative  and  judicial  opinion  will  probably  shift  to  a 
much  more  favorable  public  view,  and  the  continued  uncertainty 
will  thus  be  more  than  compensated  by  the  more  reasonable 
method  of  valuation  that  ultimately  will  be  established.  This 
view  involves  a  prophecy  of  future  prices,  the  interpretation  of 
distant  public  opinion,  and  the  balancing  of  the  public  gains  and 
losses  of  alternative  policies;  and,  of  course,  it  cannot  be  con- 
clusively refuted  or  established.  But  why  may  we  not  expect  a 
reasonably  fair  method  of  valuation  now,  if  the  matters  in  ques- 
tion are  carefuHy  studied  and  reported  to  Congress?  If  definite 
legislation  is  not  provided,  judicial  dependence  will  continue,  and 
where  in  recent  decisions  is  there  any  clear  indication  that  fairer 
public  results  may  ultimately  be  expected  than  through  present 
congressional  action?    And,  finally,  can  we  not  afford  to  be  mod- 
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erately  liberal  to  the  railroads  for  the  sake  of  definite  regulation 
in  the  future? 

Unfairness  of  a  single  method  of  valuation. — The  fifth  objection 
is  that  any  single  method  of  valuation  universally  applied  to  past 
investment  would  be  unjust  in  many  individual  cases.  The  view 
is  that,  for  a  fair  valuation,  the  special  circumstances  of  each 
particular  case  must  be  carefully  considered.  Undoubtedly  justice 
to  investors  must  be  one  of  the  chief  considerations  in  determining 
a  method  of  valuation,  but  narrow  regard  for  individual  justice 
must  not  override  the  requisites  of  desirable  national  policy. 
True,  many  investors  would  lose  some  immediate  present  value 
while  others  would  gain,  but  on  the  whole  substantial  justice  will 
be  maintained  if  the  methods  adopted  are  reasonable.  But,  in 
turn,  let  me  ask,  does  present  rate  procedure  have  due  regard  for 
all  the  circumstances  of  a  case?  Is  not  the  chief  effort  in  every 
case  to  make  a  valuation  which  will  be  approved  by  the  courts? 
Are  not  the  latter  supposed  to  have  a  single  fundamental  view  of 
value  to  which  all  individual  cases  should  conform?  Further,  is 
it  really  feasible  to  base  the  valuation  upon  the  special  circum- 
stances? To  the  extent  that  this  may  be  attempted,  do  not  past 
decisions  indicate  that  additions  will  be  allowed  for  unfavorable 
circumstances  but  no  deductions  for  favorable  conditions?  Finally, 
however,  is  not  a  clearly  defined  future  right  of  more  importance  to 
investors  than  the  sacrifice  of  a  possible  present  undefined  right? 

Restriction  upon  efficiency. — ^The  sixth  objection  is  that  limit- 
ing the  return  on  investment  would  restrict  progressive  operating 
efficiency  of  the  railroads.  This  deserves  very  serious  considera- 
tion, much  more  than  is  possible  at  this  time.  It  is  the  crucial 
question  in  the  determination  of  any  regulatory  policy  or  in  the 
adoption  of  government  ownership  and  operation  of  railroads. 
But  it  probably  applies  no  less  to  present  methods  of  regulation 
than  to  the  proposed  plan,  and  the  latter  at  least  will  achieve  the 
fundamental  purpose  of  regulation — the  control  of  return  on  in- 
vestment. To  give  up  regulation  is  out  of  the  question,  and  would 
not  definiteness  of  procedure  justify  considerable  loss  of  operating 
efficiency? 

But  would  there  be  a  loss?  My  feeling  is  that  while  there  might 
be  losses  in  some  directions,  with  the  greater  certainty,  with  the 
greater  cooperation  established  between  the  Commission  and  the 
railroads,  and  with  the  greater  emphasis  placed  upon  the  national 
significance  of  our  railway  system,  there  would  be  a  great  gain  in 
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net  efficiency.  Further,  I  doubt  very  much  whether,  in  any  great 
modem  business  organization,  profits  are  really  the  prime  incentive 
to  progressive  eflBciency.  These  are  all-important  questions  of 
fact  which  should  be  thoroughly  studied  in  connection  with  any 
comprehensive  railway  policy  that  may  be  determined.  But,  un- 
fortunately, they  are  facts  especially  subject  to  prejudiced  inter- 
pretation. 

The  difficvlttf  of  determining  the  exact  returns. — The  final  ob- 
jection that  can  be  considered  at  the  present  time  is  the  difficulty 
or  impossibility  of  determining  the  exact  returns  realized  by  a 
company.  Whether  particular  charges  should  be  made  to  capital, 
to  operating  expenses,  or  to  a  special  reserve  or  surplus,  must 
frequently  be  determined  arbitrarily.  Expenses  may  therefore  be 
imduly  inflated  or  understated,  so  that  the  net  return  would  be 
inaccurately  reported.  This,  of  course,  is  true,  but  it  would  not 
destroy  the  definiteness  of  the  plan  outlined.  Honest  accounting 
would  have  to  be  assumed  as  in  the  past,  and  the  Interstate  Com- 
merce Commission  should  have  control  of  the  accounting  methods 
so  as  to  prevent  imreasonable  practices.  Proper  repairs  and  de- 
preciation should  be  included  in  operating  expenses,  and  the  Cora- 
mission  should  keep  close  enough  contact  with  the  operation  to 
know  whether  the  charges  are  reasonable  or  not. 

But  suppose  that  either  excessive  or  deficient  charges  have  been 
made,  what  possible  gain  could  a  company  obtain  for  the  investors? 
The  interest  and  dividend  payments  would  be  fixed,  whether  the 
net  returns  are  over  or  understated,  so  that  there  would  be  no 
object  in  deliberate  falsification.  But  if  for  a  time  the  repairs 
and  depreciation  allowance  happened  to  be  somewhat  excessive, 
it  would  not  be  a  serious  matter ;  the  public  would  be  building  up 
the  property,  but  the  investors  would  derive  no  unearned  benefit. 
Likewise  if  the  charges  were  inadequate  for  a  time,  the  results 
would  not  be  grievous,  for  the  investors  would  get  no  advantage 
from  the  overstated  profits.  The  determination  of  proper  charges 
would  be  a  matter  of  reasonable  apportionment  of  costs  between 
present  and  future  operations.  If  the  charges  proved  inadequate^ 
they  could  subsequently  be  increased,  or  if  they  appeared  ex- 
cessive, they  could  be  readily  diminished.  Since  there  would  be 
no  purpose  in  falsification,  there  would  be  no  special  danger  in 
the  inevitable  accounting  inaccuracies.  But  the  Commission  would 
be  free  from  its  present  impossible  duties  and  would  have  more 
time  to  keep  track  of  the  particular  operating  and  accounting 
policies  and  to  require  changes  whenever  they  seemed  desirable. 
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Advantages, — ^Finally,  let  me  summarize  briefly  the  advantages 
of  the  proposed  plan:  (1)  The  confusion  that  has  attended  rail- 
way investments  would  be  cleared  up;  investors  would  know  ex- 
actly the  terms  on  which  their  property  is  used  for  public  pur- 
poses, and  the  obligations  of  the  public  would  be  clearly  fixed. 
(S)  If  the  purpose  of  regulation  is  to  limit  the  return  on  invest- 
ment»  the  purpose  would  be  practically  achieved,  subject  to  auto- 
matic accounting  control.  (3)  The  Interstate  Commerce  Com- 
mission would  be  relieved  of  the  tremendously  burdensome  task 
which,  in  the  nature  of  the  railway  business,  it  is  not  capable  of 
performing,  i.e.,  fixing  rates  according  to  cost;  and  it  would  be 
free  to  devote  its  energies  to  matters  where  it  can  bring  about 
permanently  useful  results.  (4)  While  every  railroad  would  have 
a  free  opportunity  to  earn  the  return  that  the  investors  are  en- 
titled to  receive,  the  favorably  located  properties  would  provide 
large  revenues  for  public  purposes.  This  would  be  a  form  of  in- 
direct tax,  but  one  that  would  place  the  minimum  burdens  upon 
business,  would  bring  large  revenue,  and  would  be  easily  collectible. 

But  if  the  proposed  plan  is  not  adopted  in  its  essentials,  what 
alternative  policy  may  reasonably  be  considered?  Shall  we  con- 
tinue with  the  present  undefined  procedures?  If  so,  what  use  can 
finally  be  made  of  the  valuation  figures?  Will  they  be  worth  a 
cost  of  $76,000,000?  Has  the  time  not  come  when  we  should 
adopt  a  railway  policy  constructed  along  lines  of  national  require- 
ments ?  If  not  the  policy  here  outlined,  what  practical  and  reason- 
able alternative  should  we  accept? 
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E.  W.  Bemis. — The  burden  of  Professor  Bauer's  paper  is  that  a  final 
value  should  be  placed  upon  the  railroad  property  of  the  United  States 
as  a  foundation  for  taxation^  regulation^  issuance  of  securities,  public 
purchase,  or  other  public  purposes,  and  he  criticises  the  Railroad 
Valuation  Act  approved  March  1,  1913,  because  of  its  failure  to  call 
for  such  a  single  or  final  value. 

It  would  indeed  be  desirable  to  have  such  a  final  value  if  it  could  be 
obtained  without  too  great  a  sacrifice  at  this  time  of  the  public  inter- 
ests, and  if  such  a  final  valuation  when  obtained  could  be  equally 
applicable  for  all  the  above  named  purposes.  Unfortunately,  how- 
ever, none  of  these  conditions  is  present  today.  There  is  the  widest 
diversity  of  opinion  as  to  the  weight  to  be  given  to  the  history  of  the 
investment,  the  cost  of  the  property  now  in  use,  the  depreciation  of  the 
same,  the  extent  to  which  it  was  paid  for  out  of  surplus  earnings  or 
depreciation  reserve  or  maintenance  charges,  and  the  cost  of  repro- 
ducing the  property  less  accrued  depreciation  of  the  same.  There  is 
even  great  difference  of  opinion  as  to  whether  the  original  cost  of  the 
property  now  in  use  should  be  estimated  where  the  records  arc  not 
clear  but  where  data  can  be  obtained  from  the  cost  of  similar  prop- 
erties in  the  neighborhood  built  at  about  the  same  time.  Sharp  dif- 
ferences also  exist  as  to  whether  the  reproduction  cost  of  the  land 
should  be  the  cost  of  acquiring  the  same  today  or  the  value  of  adjoin- 
ing lands,  as  set  forth  in  the  Minnesota  Rate  Case.  A  new  element  of 
doubt  has  been  thrown  into  the  whole  matter  by  the  forcible  presenta- 
tion before  the  Interstate  Commerce  Commission  of  the  legal  argument 
by  an  able  Chicago  lawyer  representing  the  Railroad  Brotherhoods, 
that  under  the  charters  of  most  of  our  roads  and  the  constitutions  or 
common  law  of  most  of  our  states  the  railroads  have  no  right  to  cam 
on  more  than  the  cost  to  the  original  investors.  All  unearned  incre- 
ments, it  is  contended,  represent  the  public  interest  and  are  not  a  basis 
for  determining  rates  or  the  price  to  be  paid  in  case  of  public  con- 
demnation and  purchase.  Furthermore,  it  is  clear  that  different  prin- 
ciples apply  in  the  valuation  of  property  for  purposes  of  taxation,  and 
possibly  of  purchase,  from  those  that  apply  in  case  of  rate  regulation. 
Under  all  these  circumstances  the  most  practicable  thing  to  do  in  the 
present  railroad  valuation  work  is  to  (jarry  out  the  purpose  of  the  act 
and  set  up  these  various  elements,  such  as  investment  history,  the 
original  cost,  reproduction  cost  and  the  depreciation  of  each;  and 
then  with  the  significance  of  the  various  theories  of  valuation  clearfy 
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before  our  commissions  and  courts^  the  determination  of  a  final  value 
can  be  ultimately  reached. 

The  difficulties  are  so  great  in  even  working  out  these  essentials — to 
each  of  which  some  weight  at  least  must  be  given  in  any  final  valua- 
tion— ^that  it  is  clear  that  if  the  act  had  required  a  final  valuation  at 
the  present  time  it  would  have  been  impossible  to  have  carried  it  out. 
In  addition  to  the  above  reasons^  another  powerfully  affected  the 
writer  in  using  such  influence  as  he  had  with  the  Senate  Committee  on 
Interstate  Commerce  in  January  and  February,  1913,  in  shaping  the 
act  so  as  to  prevent  a  final  valuation  at  present.  This  reason  was  the 
certainty  that  a  final  valuation  fixed  as  an  academic  or  court  procedure 
when  no  rate  case  was  before  the  Interstate  Commerce  Commission 
would  result  in  the  failure  of  shipping  organizations  and  the  public 
generally  to  represent  the  public  interests  as  vigorously  as  the  rail- 
roads— always  alert — ^would  represent  the  private  interests.  The 
hearings  of  the  last  three  years  in  Washington  before  the  Commission 
have  completely  proved  this  contention;  the  public  interests  have  only 
been  represented  before  the  Commission  by  a  few  men,  rarely  exceed- 
ing half  a  dozen,  and  with  expenditure  of  less  than  $20,000  a  year, 
while  the  private  interest  of  the  railroad  companies  has  been  repre- 
sented by  several  times  as  many  men  and  very  many  times  as  much 
money. 

After  the  valuation  work  has  been  completed  along  the  present  lines, 
at  an  expenditure  of  perhaps  $25,000,000  or  $30,000,000,  the  results 
taken  in  connection  with  the  work  called  for  by  the  Valuation  Act  in 
keeping  the  valuation  up  to  date  will  enable  a  final  value  to  be  quickly 
determined  according  to  the  purpose  of  the  valuation  and  the  theoreti- 
cal views  at  that  time  entertained  by  the  valuing  body.  Meantime,  if 
the  government  takes  over  the  roads,  the  work  now  half  finished  and 
going  forward  rapidly  will  be  invaluable  in  assisting  in  the  determina- 
tion of  the  price  the  government  will  pay  in  the  final  adjustment.  In 
short,  Professor  Bauer  has  in  the  main  laid  down  excellent  suggestions 
for  ultimate  use,  although  I  do  not  agree  with  all  of  them,  but  has 
underestimated  the  dangers  of  loading  down  our  present  railroad  valu- 
ation work  with  the  determination  of  a  final  value.  With  every  year's 
postponement  of  that  determination,  public  opinion  is  becoming  edu- 
cated and  the  chance  of  protecting  the  public  interest  is  becoming  cor- 
respondingly greater.  The  final  valuation,  determined  after  the  present 
railroad  valuation  is  concluded,  will  be  a  very  different  and,  it  is  be- 
lieved, much  lower  figure  than  would  have  been  fixed  had  the  final 
valuation  been  written  into  the  act  and  taken  up  four  years  ago.  The 
reproduction  theory  is  now  losing  ground  and  studies  of  investment  and 
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original  cost  are  daily  assuming  greater  importance  in  the  public  mind 
— and  justly  so. 

Thomas  W.  Hulme. — The  speaker  does  not  confine  himself  solely 
to  the  relation  of  valuation  to  the  question  of  a  national  policy  of  rail- 
way control^  as  he  evidently  deems  it  essential  for  the  purpose  of  fully 
presenting  his  views  to  enter  into  a  discussion  of  collateral  questions. 
I  purpose^  however^  to  utilise  the  limited  time  available  by  confining 
my  remarks  solely  to  the  question  of  the  relationship  of  the  federal 
valuation  to  a  national  policy  of  railway  control. 

Professor  Bauer  reaches  the  conclusion  that  federal  valuations  should 
determine  the  amount  upon  which  each  carrier  shall  have  the  right  to 
earn  a  return.  It  is  not  necessary  to  here  discuss  whether  the  Valuation 
Act  of  March  1^  191d>  provides  for  a  valuation  for  rate  making  or  for  a 
true  value  as  generally  understood  at  the  time  of  the  passage  of  the  act, 
but  rather  whether  the  ascertainment  of  a  rate  base  or  the  ascertainment 
of  the  true  value  would  be  more  helpful  in  the  determination  of  a  na- 
tional policy  with  reference  to  railway  control. 

I  hold  the  view  that^  while  information  for  the  judgment  of  rates 
is  of  great  importance^  it  is  not  the  sole  or  only  element  in  the  determ- 
ination of  a  national  railway  policy.  Service  is  of  primary  importance. 
For  some  time  it  has  been  evident  that  in  the  eastern  section  of  the 
country  the  railroad  plant  is  not  equal  to  the  demands  upon  it.  It 
must^  therefore^  be  enlarged^  and  the  most  important  thing  in  the  de- 
termination of  a  national  policy  with  reference  to  the  railroads  rests 
upon  the  ascertainment  of  the  best  means  of  providing  capital  not  only 
now^  but  in  the  future^  with  which  to  meet  these  requirements.  The 
regulation  of  railroads  has  for  so  many  years  been  in  the  direction  of  re- 
duction of  rates  that  capital  has  for  some  time  been  difficult  to  obtain  to 
provide  additional  facilities.  In  this  connection  the  Hadley  Commis- 
sion was  created  some  years  ago  to  investigate  and  make  a  report  upon 
the  regulation  of  railway  capital  issues.  It  recommended  that  Con- 
gress should  not  attempt  to  assume  control  thereof  until  an  investigation 
had  been  made  as  to  the  financial  history  of  the  railroad  companies  and 
a  valuation  made  of  their  properties.  The  wisdom  of  this  report  was 
so  generally  recognized  that  it  was  the  most  influential  factor  in  bring- 
ing about  the  passage  of  the  Valuation  Act^  which  directs  that  there 
should  be  ascertained  for  the  information  of  Congress  not  only  the 
Original  Cost^  the  Cost  of  Reproduction,  and  the  Cost  of  Reproduction 
less  Depreciation,  but  also  all  other  Values  and  Elements  of  Value. 
In  order  that  Congress  may  also  be  fully  informed  as  to  the  financial 
history  of  the  railroad  companies,  the  report  should  show  the  amouot 
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of  all  capital  issues^  the  disposition  of  all  earnings^  and  the  amount  of 
property  received  through  aids^  gifts^  grants  or  donations.  Congress 
thus  specifically  indicated  that  it  desired  all  information. 

It  does  not  seem  reasonable  that  Congress  should  have  taken  the 
Hadley  report  as  a  reason  for  legislation  and  have  directed  so  great  an 
expenditure  of  time  and  money  without  intending  that  all  essential 
information  should  be  obtained ;  nor  does  it  seem  reasonable  to  those  fa- 
miliar with  the  proceedings  of  a  legislative  body  that  Congress  ex- 
pected that  a  great  mass  of  undigested  information  would  be  sent 
to  it  without  the  drawing  therefrom  of  specific  findings  which  would 
indicate  the  relationship  of  value  to  capital  issues,  to  the  generally 
discussed  question  of  government  ownership,  and  other  pertinent 
questions. 

Are  not  those  relationships  essential  in  determining  a  national  policiff 
For  at  least  two  years  following  the  passage  of  the  Valuation  Act  it 
was  generally  understood  that  it  required  the  finding  of  value.  While 
the  National  Association  of  Railway  Conunissioners  opposed  such  find- 
ings and  the  Bureau  of  Valuation  proceeded  only  so  far  as  to  prepare 
inventories^  it  was  not  until  the  solidtoi  of  the  Bureau  of  Valuation^ 
on  December  12,  1917^  at  a  hearing  before  the  Interstate  Commerce 
Commission^  stated  that  the  investigations  were  being  made  to  ascer- 
tain facts  which  would  be  serviceable  in  rate  making,  that  an  authorita- 
tive statement  was  made  as  to  the  underlying  basis  of  the  federal  valua- 
tion work.  Such  an  investigation  excludes  something.  The  extent  of 
the  exclusion  depends  upon  what  is  fair  in  the  minds  of  those  who  are 
determining  the  rate  base.  Such  a  report  will  show  what  is  included, 
but  it  will  not  show  what  is  excluded.  It  is,  therefore,  pertinent  to  in- 
quire as  to  what  is  considered  fair  by  those  who  advocate  the  rate  base. 

Director  Prouty  contends  that  value  for  rate  making  is  an  adminis- 
trative matter,  falling  within  the  principle  of  the  line  of  decisions  which 
hold  that,  where  the  determination  of  a  fact  is  essential  to  the  exercise 
of  an  executive  or  an  administrative  duty,  the  correctness  of  that  con- 
clusion cannot  be  questioned  by  the  courts.  He  did  not  contend  that 
legal  errors  should  not  be  corrected  by  the  courts,  but  he  did  contend 
that  the  review  of  the  situation  should  not  be  to  determine  whether  the 
rate  was  a  reasonable  one,  but  rather  whether  it  so  far  passes  the  limits 
of  just  regulation  as  to  destroy  the  property  of  the  utility. 

More  recently  the  Director  has  stated  that  a  rate  base  is  not  ex- 
change value,  but  is  "that  sum  upon  which  under  all  the  circumstances, 
upon  a  fair  consideration  of  all  the  facts  and  elements  to  be  taken  into 
account,  a  fair  return  should  be  permitted." 

I  know  that  there  is  a  very  clear  distinction  in  his  mind  between  true 
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value  and  his  proposed  rate  base.  True  value  not  only  takes  into  con- 
sideration cost  and  the  condition  of  the  physical  elements^  but  also  the 
benefits  arising  from  the  use  thereof.  In  any  appropriation  of  prop- 
erty  the  taker  must  pay  for  the  benefits  of  the  use  as  well  as  the 
property.  If  our  government  contemplates  the  taking  of  railroad 
properties  it  must  pay  for  them  on  such  a  basis.  For  years  railroad 
properties  have  been  bought  and  sold  upon  such  a  basis^  and  security 
issues  have  been  made  which  have  been  widely  distributed ;  and  anyone 
who  feels  that  such  a  condition  can  be  ignored  without  a  departure  from 
justice  resulting  in  the  greatest  economical  disturbance^  need  only  read 
the  report  of  the  Hadley  Commission  to  be  convinced  to  the  contrary. 

As  the  Bureau  of  Valuation  is  not  undertaking  to  determine  value, 
it  is  pertinent  to  inquire  to  what  extent  the  conduct  of  this  work  falls 
short  of  what  should  be  done  to  enable  the  federal  valuation  work  to 
be  of  full  service  in  the  determination  of  a  national  policy.  In  other 
words,  what  are  they  failing  to  include  in  their  report.^  They  know 
that  even  for  rate  making  an  inventory  of  the  **bare  bones"  of  the 
property  is  not  sufficient.  They  know  that  a  value  for  going-concern 
must  be  included.  Most  of  the  decisions  of  our  courts  have  been  in 
rate-making  cases  and  clearly  require  such  a  finding.  It  is  not  con- 
tended that  going-concern  value  is  necessarily  the  equivalent  of  a  true 
value  which  includes  the  full  value  of  the  business.  Judge  Prouty 
clearly  indicated,  some  years  ago,  in  a  speech  in  this  building,  his  un- 
derstanding of  these  facts. 

It  is  my  contention  that  the  federal  valuation  work  should  include 
the  finding  of  true  value;  that  the  report  should  include  the  elements 
that  represent  value,  so  that  any  use  thereof  may  be  made  which  may 
be  proper. 

/  doubt  whether  there  would  be  so  much  contention  over  the  princi- 
ples in  the  valuation  work  if  it  were  not  that  the  carriers  of  this  coun- 
try are  contending  for  the  ascertainment  of  the  true  value  of  their 
properties,  whereas  the  Bureau  of  Valuation  is  conducting  its  work 
from  a  rate-making  standpoint.  It  the  carriers'  attitude  be  sustained, 
all  information  required  for  any  purpose  will  be  available;  if  the  atti- 
tude of  the  Bureau  of  Valuation  be  approved,  there  will  only  be  avail- 
able the  figures  which  in  the  judgment  of  those  now  doing  the  work 
will  be  serviceable  in  a  rate  case.  Can  anyone  doubt  which  will  be  the 
most  helpful  in  the  establishment  of  a  proper  policy  of  national  rail- 
way control? 

Ralph  E.  Heilman. — Professor  Bauer's  constructive  proposal  re- 
garding valuation  seems  to  me  to  be  eminently  sound,  just,  and  praeti- 
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cable.  But  I  do  not  feel  that  the  same  can  be  said  for  his  proposal 
regarding  rate  making. 

If  the  valuation  now  being  conducted  by  the  Interstate  Commerce 
Commission^  or  any  other  valuation^  is  to  be  used  to  fix  once  for  all 
the  rate-making  value  of  past  investments^  presumably  reproductive 
or  replacement  value  should  be  given  the  major  importance.  This  is 
more  in  harmony  with  the  prevailing  legal  standards;  it  would  recog- 
nize the  expectations  of  investors^  and^  further^  it  is  necessitated  in 
many  cases  by  the  lack  of  any  reliable  data  as  to  what  the  installation 
cost  actually  was. 

But  while  justice  and  expediency  may  unite  in  requiring  such  treat- 
ment for  past  investments^  the  same  is  not  true  of  future  investments. 
The  program  of  fixing  the  value  of  past  investments  largely  upon  a 
basis  of  replacement  cost^  and  of  future  investments  upon  actual  cost^ 
is  not  in  any  sense  inconsistent  with  itself.  Such  a  program  would 
merely  recognize  the  mistakes  of  the  past^  for  which  the  public  is 
partially  responsible^  would  provide  against  their  recurrence,  and 
would  definitely  settle  the  problem  of  valuation.  Such  a  plan,  in  sub- 
stance, has  now  been  in  operation  with  the  street  railways  of  Chicago 
since  1907. 

Among  possible  objections  to  such  a  plan,  it  is  suggested  that  its 
application  to  the  railroads  might  mean  that  the  same  method  would 
be  imposed  upon  all  other  utilities.  This,  instead  of  constituting  an 
objection,  is  a  further  consideration  in  its  favor.  The  various  state 
public  utility  and  public  service  commissions,  under  the  power  given  to 
them  to  prescribe  uniform  accounting  systems,  are  now  building  up  a 
large  and  growing  body  of  data  and  information  regarding  the  actual 
costs  of  all  property  constructed  in  recent  years,  particularly  since 
1907.  It  is  certainly  undesirable  that  these  regulating  bodies  should 
continue,  throughout  the  future,  to  use  reproductive  cost  for  those  por- 
tions of  the  properties  constructed  since  the .  establishment  of  commis- 
sion control  over  accounts,  and  of  which  actual  costs  are  definitely 
known.  Certainly  there  is  no  justification  for  valuation  by  conjecture 
and  supposition  when  the  facts  are  accurately  known  or  ascertainable. 

But  the  method  in  which  the  author  proposes  to  use  this  valuation, 
namely,  by  a  strict  limitation  upon  profits,  is  one  which  would  greatly 
impair  operating  efficiency.  With  earnings  absolutely  limited  at  a  fixed 
point,  what  inducement  would  there  be  to  experimentation,  increased 
efficiency,  reducing  the  costs  of  operation,  or  economies  in  management? 

Whatever  may  be  said  regarding  the  defects  of  our  present  system 
of  regulating  utility  rates,  it  does  have  the  virtue  of  inducing  and  re- 
warding efficiency.    Specific  rates  are  set  at  a  given  point — estimated 
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to  produce  a  certain  return.  If^  while  such  rates  are  in  effect,  the 
company  can  by  increased  efficiency  lower  its  costs  of  operation,  it 
profits  by  that  fact  until  rates  are  again  lowered,  which  may  be  for  t 
considerable  period.  It  might  be  better  if  we  were  frankly  and  openlj 
to  recognize  the  necessity  of  inducing  and  rewarding  efficiency,  by  some 
system  of  bonus,  or  otherwise.  Such  a  recognition  is  contained  in  the 
Chicago  street  railway  plan,  under  which  the  companies  obtain  a  5 
per  cent  return  upon  their  capital  account,  plus  45  per  cent  of  the 
excess  earnings,  the  other  55  per  cent  going  to  the  city. 

At  some  points  in  his  paper  Professor  Bauer  recognizes  the  neces- 
sity for  some  such  inducement,  although  he  does  not  state  how  it  is  to 
be  provided,  nor  how  it  is  to  be  fitted  in  with  a  plan  which  rigidlj 
limits  earnings.  But  until  we  have  devised  some  other  plan  of  induc- 
ing and  rewarding  efficiency,  it  would  be  unwise  to  abandon  the  present 
system,  and  to  introduce  in  its  stead  a  plan,  not  of  regulating  rates, 
but  of  fixing  profits — ^a  plan  which  would  inevitably  lead  to  slackness, 
inefficiency  of  operation,  and  lack  of  progress. 

John  R.  Commons. — It  should  be  remembered  that  Congress  in  di- 
recting the  value  work  to  be  done  by  the  Interstate  Commerce  C«n- 
mission  did  not  before  have  any  actual  valuation  of  any  particnlAr 
road  or  system.  The  Interstate  Commerce  Comission,  to  ascertain 
the  various  elements  which  are  under  dispute  in  making  up  the  final 
valuation,  then  directed  Congress  to  keep  these  valuations  up  to  date, 
so  that  when  an  actual  case  arose  before  the  Commission  the  valuation 
could  promptly  be  made  for  the  purpose  of  that  case.  Had  Congress 
directed  the  Commission  to  establish  final  valuation  prior  to  the  case 
upon  which  it  was  making  the  decision,  the  valuation  would  have  been 
merely  that  of  a  moot  case  and  would  have  had  no  legal  standing. 

John  A.  Ryan. — I  should  like  to  ask  two  questions.  Since  the 
Supreme  Court  has  not  always  included  precisely  the  same  elements 
in  its  definitions  or  standards  of  fair  value,  is  it  not  probable  that  a 
formal  declaration  by  Congress,  enacting  its  own  conception  of  fair 
value  into  law,  would  be  accorded  a  considerable  amount  of  authoritj 
by  the  court  ?  Therefore,  it  seems  to  me  that  Professor  Bauer  is  rigbt 
in  contending  for  such  a  legislative  declaration  and  definition.  My  sec- 
ond question  is  this :  If  the  railroads  should  at  the  close  of  the  war  be 
purchased  by  the  government  for  the  capitalized  value  of  the  annual 
rental  paid  to  their  owners  during  the  war,  would  not  all  the  expeodi* 
ture  for  valuation  have  been  in  vain  ? 
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PAL EMPLOYMENT  BUREAUS 

By  Henbt  Rogers  Seageb 
Columbia  University 

Iteration,  reiteration,  and  rereiteration  have  made  every  Amer- 
ican schoolboy  familiar  with  the  thought  that  the  present  war 
is  not  a  contest  of  armies  merely  but  a  contest  of  the  whole  com- 
plex of  industries  essential  to  the  maintenance  of  efficient  armies 
in  the  field.  If  the  Allies  are  to  beat  the  Central  powers,  they 
must  beat  them  in  the  production  of  food,  of  munitions,  and  of 
aeroplanes ;  and  they  must  add  to  their  equipment  ships  and  ever 
more  ships  to  transport  these  essential  supplies  safely  past  lurking 
submarines  to  the  distant  battlefields.  This  means,  if  it  means 
anything,  that  the  mustering  of  an  industrial  army  is  quite  as 
essential  a  part  of  our  war  program  as  the  mustering  of  an  efficient 
military  army. 

With  these  facts  universally  conceded,  why  has  the  problem 
of  supplying  our  war  industries  with  the  hosts  of  workers  they 
reqiiire  thus  far  received  so  little  attention  in  Washington?  One 
reason  for  this  stands  out  prominently.  While  it  was  recognized 
from  the  outset  that  it  was  the  government's  business  to  muster 
the  army,  the  task  of  directing  the  industries  necessary  to  equip 
the  army  has  thus  far  been  left  largely  to  private  business  men 
spurred  on  by  the  expectation  of  making  profits  out  of  war  con- 
tracts. Looking  chiefly  to  private  employers  to  supply  the  war 
needs,  the  government's  first  inclination  has  been  to  leave  it  to 
them  to  devise  ways  and  means  of  securing  workers  for  their 
shops  and  factories.  Up  to  the  comparatively  recent  past,  private 
employers  have  seemed  to  justify  the  confidence  that  has  been 
reposed  in  them.  They  have  built  cantonments  for  the  soldiers, 
have  built  and  equipped  new  factories  and  shipyards,  and  through 
private  employment  bureaus  or  agents  employed  by  themselves 
have  drawn  thousands  and  hundreds  of  thousands  of  workers  into 
the  war  industries.  To  this  accomplishment  the  government  has 
of  course  contributed  something.  Agents  of  the  federal  employ- 
ment service  and  of  the  state  and  municipal  public  employment 
bureaus  have  helped  to  supply  workers.  In  this  service  they  have 
been  aided  by  the  state  councils  of  defense,  especially  in  connection 
with  plans  for  supplying  farm  workers  to  swell  our  national  food 
production. 
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While  numerous  and  important,  these  governmental  contribu- 
tions to  the  mustering  of  the  needed  industrial  army  have  lacked 
coordination  and  unified  purpose.  We  have  drifted  rather  than 
planned,  and  have  been  able  to  do  so  because  only  recently  has 
what  was  from  the  first  a  theoretical  need  become  a  pressing, 
practical  need. 

At  the  present  moment  we  need  vitally  a  carefully  coordinated 
plan  for  securing  for  our  war  industries  the  hundreds  of  thousands 
of  skilled  and  unskilled  workers  they  require  for  two  reasons: 
first,  for  lack  of  such  a  plan  in  efficient  operation,  the  industrial 
side  of  our  war  program  is  not  going  forward  as  it  should;  sec- 
ond, private  employers,  in  their  efforts  to  meet  their  own  require- 
ments, are  beginning  to  steal  employees  from  other  employers, 
causing  demoralization  and  loss  in  efficiency  to  the  whole  industrial 
organization. 

Naturally  the  men  who  are  in  responsible  relation  to  the  labor- 
supply  situation,  the  officials  of  the  public  employment  bureaus, 
were  among  the  first  to  appreciate  this  need.  At  the  annual  meet- 
ing of  the  Association  of  Public  Employment  Officials  in  1916 
a  committee  was  appointed  to  confer  with  the  Department  of 
Labor  on  the  subject.  Out  of  these  conferences  and  other  en- 
deavors in  the  same  direction  grew  a  bill,  which  I  had  the  honor 
of  presenting  to  the  Association  at  its  meeting  in  Milwaukee  last 
September,  and  which  was  unanimously  endorsed. 

The  principal  features  of  this  bill,  no  one  of  them  original  in 
the  sense  of  being  put  forward  there  for  the  first  time,  were : 

1.  Concentration  of  the  employment  activities  of  the  federal 
government  under  a  director  of  the  Federal  Employment  Service 
in  the  Department  of  Labor,  with  wide  powers  and  adequate  fimds 
to  develop  a  really  efficient  federal  system. 

2.  Coordination  of  the  state  and  municipal  public  employment 
bureaus  with  the  federal  service,  by  means  of  the  payment  of  fed- 
eral subsidies  to  all  bureaus  which  should  conform  to  rules  and 
regulations  laid  down  by  the  director. 

8.  Organization,  as  part  of  the  federal  service,  of  clearing 
houses  to  draw  the  bureaus  of  neighboring  states  together  in  effi- 
cient cooperation  and  through  a  central  clearing  house  in  Wash- 
ington to  develop  a  truly  national  system. 

The  reasons  for  these  features  are  almost  self-explanatory.  In 
the  past  efforts  to  build  up  a  federal  employment  service  have  been 
handicapped  because  the  only  funds  available  for  such  a  purpose 
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were  those  of  the  Bureau  of  Immigration.  Federal  employment 
agents  have  thus  come  to  be  regarded  as  agents  for  finding  jobs 
for  aliens.  Before  the  war  this  was  a  disadvantage ;  since,  because 
of  the  widespread  suspicion  of  the  loyalty  of  aliens,  it  has  become 
such  a  serious  obstacle  that  the  Secretary  of  Labor  has  for  some 
time  favored  the  transfer  of  all  such  work  to  a  new  division  en- 
tirely independent  of  the  Bureau  of  Immigration.  In  regard  to 
the  desirability  of  this  change  there  is  thus  imiversal  agreement 
among  all  impartial  students  of  the  problem. 

In  a  coimtry  as  vast  and  diversified  as  the  United  States,  the 
task  of  connecting  employers  and  employees  must  be  performed 
largely  by  the  states  and  mimicipalities  through  connected  state 
and  mimicipal  bureaus.  This  is  the  policy  to  which  the  country 
is  already  committed,  several  state  and  municipal  systems  being 
already  in  efficient  operation  and  new  ones  being  added  each  year. 
The  federal  employment  service  should  not  only  make  fullest  use 
of  these  existing  agencies  but  should  be  in  a  position  to  strengthen 
them  through  financial  subsidies,  on  condition  that  they  cooperate 
whole-heartedly  in  the  development  of  a  national  system  by  con- 
forming to  methods,  forms,  etc.,  prescribed  for  all  alike  by  the 
federal  director.  Touching  this  feature  there  is  general  agree- 
ment among  those  who  appreciate  how  difficult  it  is  to  hold  the 
bureaus  of  the  difi^erent  states  and  municipalities  to  imiform  and 
cooperative  methods  without  the  steady  pull  of  a  financial  induce- 
ment, and  how  much  these  bureaus  need  ample  funds  to  render 
their  best  service. 

The  organization  of  clearing  houses  as  a  special  fimction  of 
the  federal  service  follows,  as  a  matter  of  course  from  the  chief 
purpose  of  the  plan,  the  development  of  a  truly  national  system. 
Premising  that  the  states  and  municipalities  with  federal  financial 
aid  can  develop  systems  for  connecting  employers  and  employees 
within  their  limits,  it  remains  obviously  the  task  of  the  federal 
government  to  care  for  the  overflow,  to  see  to  it  that  surplus  labor 
is  withdrawn  promptly  to  states  having  unfilled  jobs,  and  that 
underpaid  labor  is  guided  to  sections  where  better  rates  of  pay 
prevail.  The  experience  of  New  York  City,  with  its  clearing  house 
organized  last  July  under  the  Mayor's  Committees  of  National 
Defense  to  connect  the  state,  municipal,  and  non-commercial  bu- 
reaus into  a  unified  system,  suggests  the  desirability  of  interstate 
clearing  houses  to  render  the  same  service  on  a  national  scale. 
As  to  this  feature  there  is  general  agreement. 
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The  bill  supported  by  the  Association  of  Public  Employment 
Officials  was  introduced  in  Congress  early  in  December  throu^ 
the  American  Association  for  Labor  Legislation  as  the  Robinscm- 
Keating  Bill.  Since  its  principal  features  have  the  approval  of 
nearly  all  of  those  interested  in  the  subject,  it  may  seem  odd  that 
its  enactment  into  law  has  not  been  more  vigorously  urged  by  those 
behind  it.  The  reason  for  this  is  that  while  its  main  features  are 
approved  some  of  its  minor  features  have  given  rise  to  strong  dif- 
ference of  opinion.  Those  whose  primary  concern  is  insuring  an 
adequate  supply  of  workers  for  our  war  industries  object  to  the 
bill  because  it  is  not  drawn  more  sharply  as  a  war  emergency 
measure.  They  would  have  the  director  subordinate  to  a  bofutl 
of  representatives  of  the  different  departments  and  boards  under 
which  the  war  industries  are  being  carried  on,  and  his  duties  de- 
fined so  that  he  would  be  practically  the  chief  employment  agent 
of  these  industries,  able  to  marshal  all  of  the  employment  bureaus 
of  the  coimtry  to  their  service.  Another  group  is  fearful  lest 
such  an  emphasis  on  our  war  needs  will  serve  to  deprive  the  De- 
partment of  Labor  of  its  control  over  this  important  branch  of 
the  labor  activities  of  the  federal  government.  This  difference  and 
others  are  now  being  thrashed  out  in  a  strong  committee  in  which 
the  Department  of  Labor,  the  American  Federation  of  Labor,  the 
National  Coimcil  of  Defense,  the  Association  of  Public  Employ- 
ment Officials,  the  American  Association  for  Labor  Legislation, 
the  Sapping  Board,  and  the  other  departments  and  boards  in- 
terested are  all  represented.  There  is  good  ground  for  hoping 
that  this  committee  will  soon  agree  on  a  bill  which  these  different 
organizations  will  support,  and  that  so  soon  as  they  do  legislation 
will  speedily  follow. 

Fortimately,  though  legislation  is  temporarily  delayed,  action 
in  the  direction  of  developing  an  adequate  federal  employment 
service  need  not  be.  The  great  obstacle  in  the  past  has  been,  not 
lack  of  power  in  the  Department  of  Labor  to  develop  such  a  serv- 
ice, but  lack  of  financial  means.  Congress  partly  relieved  this 
lack  by  appropriating  $250,000  for  this  purpose  just  before  its 
adjournment  last  fall.  The  President  has  recently  supplemented 
this  appropriation  by  a  substantially  larger  grant  from  his  special 
emergency  fund.  As  a  consequence  of  the  aid  received  from  these 
two  sources,  the  Department  now  has  ample  funds  to  put  into 
effect  rapidly  plans  it  has  long  had  imder  consideration.  Its  first 
step  in  this  direction  was  the  opening  of  a  War  Emergency  Em- 
ployment Bureau  in  Seattle  to  secure  workers  for  the  shipyards. 
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Agents  representing  the  Department  of  Labor  and  the  Shipping 
Board  were  despatched  from  Washington  to  Seattle  with  instruc- 
tions that  they  were  to  secure  the  cooperation  of  the  local  em- 
ployers and  the  local  leaders  of  organized  labor  before  proceeding 
with  their  plans.  Having  secured  this  support  and  having  or- 
ganized an  advisory  committee  of  employers  and  employees'  repre- 
sentatives, they  organized  an  efficient  local  staff,  opened  a  local 
employment  bureau,  and  made  it  a  center  for  connecting  with  all 
of  the  state  and  municipal  employment  bureaus  in  that  section 
of  the  country.  Through  vigorous  advertising  and  personal  ef- 
forts, hundreds  and  thousands  of  workers  have  been  attracted  to 
Seattle  from  the  less  essential  industries  of  the  interior;  and  the 
changes  to  the  two  and  three  shift  systems  desired  by  the  shipyards 
and  by  the  Shipping  Board,  which  is  constantly  urging  them  on 
to  more  rapid  production,  have  been  made  not  only  possibilities 
but  virtual  certainties. 

There  seems  to  be  no  reason,  if  men  of  the  right  type  are  se- 
cured for  the  task,  why  similar  war  emergency  bureaus  should  not 
be  opened  in  the  other  important  shipbuilding  centers,  not  to  com- 
pete with  existing  bureaus,  but  to  coordinate  them  into  a  really 
efficient  mechanism  for  drawing  all  unemployed  men  and  women 
into  profitable  employment  and  shifting  those  already  employed 
from  unessential  to  essential  industries.  Before  this  last  task 
can  be  fully  accomplished,  some  authority  will  have  to  be  created 
to  declare  what  industries  are  essential  and  what  unessential.  Since 
this  step  is  slow  in  the  taking — ^like  so  many  steps  in  the  develop- 
ment of  our  war  program  on  the  industrial  side — the  task  of  the 
federal  employment  service  will  be  for  some  time  that  of  securing 
work  in  essential  industries  for  all  the  unemployed  and  underpaid 
in  every  part  of  the  country.  It  is  interesting  to  note  that  that 
task  is  now  so  far  from  accomplished  that  there  are  heated  contro- 
\ersies  in  every  department  at  Washington  whether  there  is  not 
plenty  of  labor  available  for  all  the  war  industries  or  whether  a 
policy  of  dilution  like  that  found  necessary  in  the  United  Kingdom 
is  not  already  required  here.  Only  when  we  have  an  efficient  and 
adequate  federal  employment  service  can  this  question  be  authori- 
tatively answered. 

As  indicated,  the  Department  of  Labor  plans  to  open  war  emer- 
gency employment  bureaus  in  all  centers  where  war  industries  are 
actively  carried  on  and  seem  to  require  such  aid  to  secure  the 
workers  they  need.    The  success  of  these  bureaus  will  depend  very 
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largely  on  the  local  reception  accorded  them.  May  I  bespeak 
from  those  present  their  help  in  their  respective  localities  when 
such  bureaus  are  started,  and  also  their  active  support  for  what- 
ever bill  may  emerge  from  the  committee  conferences  now  going  on 
in  Washington? 

This  bill  should  contain  the  three  features  of  the  Robinson- 
Keating  Bill  already  enumerated :  concentration  of  all  federal  on- 
ployment  activities  in  a  director  in  the  Department  of  Labor  with 
ample  funds;  coordination  under  this  director  of  the  state  and 
mimicipal  bureaus  bound  together  and  strengthened  by  federal 
subsidies ;  organization,  as  the  distinctive  contribution  of  the  fed- 
eral service,  of  a  national  labor  clearing  house  at  Washington  and 
of  interstate  clearing  houses  throughout  the  coimtry.  In  addition 
it  should  bring  the  director  into  close  relations  with  the  essential 
industries  by  creating  perhaps  an  advisory  board  composed  of 
representatives  from  the  departments  and  boards  carrying  on  war 
work  and  empower  him  to  proceed  with  the  organization  of  war 
emergency  bureaus  like  that  at  Seattle,  wherever  they  may  be 
needed.  Such  a  measure  merits  your  active  and  vigorous  support 
because  there  is  no  contribution  toward  our  efficient  prosecution 
of  the  war  that  is  more  needed  just  now  than  the  coordination  of 
the  federal,  state,  and  municipal  employment  bureaus  which  it 
would  help  to  bring  about. 
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LESSONS  FROM  ENGLISH  WAR  EXPERIENCE  IN  THE 
EMPLOYMENT  OF  LABOR 

M.  B.  Hammond 
Ohio  State  University 

The  first  effect  of  the  war  on  English  industry  was  the  creation 
of  a  feeling  of  uncertainty.  Food  prices  began  to  advance,  em- 
ployers in  most  industries  doubted  whether  they  could  find  a  mar- 
ket for  their  output,  and  employment  slackened  in  all  except  the 
war  industries.  By  the  end  of  August,  the  unemployed  in  those 
trade  imions  which  report  to  the  Board  of  Trade  amounted  to 
7.1  per  cent  of  their  total  membership,  as  compared  to  2.8  per 
cent  at  the  end  of  July.  In  the  insured  trades  the  percentage  of 
unemployed  had  increased  from  2.6  at  the  end  of  July  to  6.2  at 
the  end  of  August.  These  percentages,  however,  do  not  tell  the 
whole  story,  since  in  many  industries  and  establishments  the 
workers  were  not  laid  off  but  were  placed  on  short  time.  There 
was  the  prospect  of  much  distress  and  government  efforts  were 
at  first  directed  to  the  relief  of  this  distress  rather  than  to  the 
question  of  the  supply  of  labor. 

This  state  of  affairs  was  of  short  duration.  The  war  industries 
began  at  once  to  prosper  as  government  orders  were  placed  for 
guns  and  ammunition,  ships,  army  clothing,  hosiery,  saddles, 
bridles,  harness,  boots  and  shoes,  and  other  military  necessities. 
From  here  the  prosperity  spread  to  other  trades — those  supply- 
ing materials  or  equipment — such  as  the  woolen,  the  iron  and 
steel,  and  the  building  trades.  Recovery  was  a  little  slower  in 
other  trades  but  the  recruiting  campaign  soon  began  to  show  its 
effects  in  these  trades  in  the  withdrawal  of  men  of  military  age, 
so  that  by  the  end  of  the  year  1914  employment  had  reached  its 
pre-war  level  in  most  trades,  and  in  those  which  were  engaged  on 
government  work  a  shortage  of  male  labor  had  already  appeared. 

Since  the  early  part  of  1916  there  has  hardly  been  a  problem 
of  unemployment  in  Great  Britain.  The  statistics  of  unemploy- 
ment published  in  the  official  Labour  Gazette  show  that  since  Feb- 
ruary, 1915,  the  level  of  unemployment  has  been  less  than  one 
per  cent,  a  level  lower  than  that  reached  at  any  time  since  such 
figures  began  to  be  gathered. 

On  the  other  hand,  the  problem  of  how  to  secure  sufficient  labor 
to  supply  war  needs  and  at  the  same  time  enable  the  constantly 
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growing  demand  for  fighting  men  to  be  met  has  required  for  its 
solution  the  best  efforts  of  those  persons  mainly  responsible  for 
the  conduct  of  the  war.  It  is  the  purpose  of  this  paper  to  show 
the  chief  means  by  which  this  problem  has  found  a  solution. 

When  the  war  is  over  and  a  review  of  the  means  by  which  victory 
was  secured  is  possible,  I  venture  to  say  that  there  is  no  piece 
of  pre-war  administrative  machinery  for  which  Great  Britain  will 
be  more  grateful  than  for  her  system  of  Labor  (Employment) 
Exchanges.  Established  by  act  of  1909,  the  first  exchanges  were 
not  opened  until  February,  1910,  when  61  were  placed  in  opera- 
tion. By  the  middle  of  July,  1914,  407  exchanges  had  been 
opened  and  around  400  the  number  has  remained  ever  since.  Al- 
though by  no  means  the  first  country  to  establish  public  employ- 
ment bureaus,  no  other  country  has  had  such  an  extensive  and 
well  consolidated  system;  and  while  the  administration  of  these 
exchanges  has  not  been  free  from  criticism,  especially  by  organized 
labor,  the  government  has  placed  an  ever-increasing  reliance  upon 
them  as  a  means  of  mobilizing  its  labor  forces  during  the  war,  and 
now  proposes  to  quadruple  the  number  of  exchanges  in  existence. 

When  recruiting  began  in  Great  Britain,  and  for  some  time 
thereafter,  no  restrictions  were  placed  by  the  government  upon 
voluntary  enlistments  of  skilled  laborers  in  any  trade.  The  result 
was  that  by  the  spring  of  1916  the  shortage  of  skilled  labor  was 
painfully  felt  in  those  trades  like  engineering,  shipbuilding,  and 
coal  mining,  upon  which  the  government  was  most  dependent  for 
the  conduct  of  the  war.  Even  without  the  recruiting  campaign, 
this  shortage  would  have  soon  made  itself  felt  because  of  the  in- 
creased demands  made  upon  these  trades.  As  soon  as  the  mistake 
was  recognized,  the  government  took  steps  to  prevent  further 
enlistments  from  these  trades  and  even  withdrew  from  the  army 
and  replaced  in  industry  many  skilled  workers  who  had  enlisted. 
These  withdrawals  were  diflScult  to  make,  however,  for  many  of 
these  workers  because  of  their  superior  training  and  intelligence 
had  been  made  non-commissioned  officers,  and  the  military  author- 
ities naturally  offered  much  opposition  to  their  withdrawal  from 
the  army. 

The  first  effort  to  supply  the  growing  deficiency  of  skilled  labor 
in  the  munitions  trades  was  by  the  transfer  of  skilled  workers  from 
other  trades.  Most  of  these  transfers  in  the  early  months  of  the 
war  doubtless  took  place  in  the  usual  manner,  i.e.,  by  employees 
voluntarily  leaving  one  place  of  employrpent  and  going  to  another 
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place  or  establishment  where  employment  was  more  regular  and 
there  was  the  possibility  of  greater  earnings.  Many  of  them, 
however,  took  place  through  the  Labor  Exchanges  and  were  di- 
rectly promoted  by  them.  Thus,  while  in  the  year  1918  out  of  a 
total  of  nearly  922,000  placements  made  by  the  exchanges  only 
111,000,  or  12.4  per  cent,  were  in  exchange  districts  outside  those 
in  which  the  applicants  were  registered,  in  1914,  177,000,  or  16.8 
per  cent,  of  the  total  placements  were  in  outside  districts;  and 
the  statement  is  made  that  ^Hhe  increase  is  mainly  accounted  for 
by  the  transference  during  the  last  six  months  of  the  year,  i.e., 
during  the  war  period."  In  1916,  21.6  per  cent  of  the  total  place- 
ments by  the  exchanges  were  made  in  outside  districts,  and  the 
average  distance  traveled  was  much  greater  than  in  the  preceding 
year.  Most  of  the  transfers  through  exchanges  were  made  in 
direct  response  to  military  requirements.  In  1916,  of  the  196,000 
men  transferred,  over  140,000  went  to  work  in  the  building  of 
military  huts,  munition  factories,  and  public  works,  or  were  em- 
ployed directly  in  the  munitions  trades. 

The  government  in  June,  1916,  took  measures  to  promote  these 
transfers  by  an  appeal  to  the  patriotism  of  the  workers.  Acting 
in  cooperation  with  the  trade  unions,  the  Ministry  of  Munitions 
invited  "all  skilled  workers  in  the  engineering,  shipbuilding  and 
allied  trades  not  already  engaged  on  war  contracts  to  register 
themselves  for  such  service  at  munitions  bureaus  opened  for  this 
purpose  at  Labor  Exchanges  and  elsewhere  throughout  the  United 
Kingdom.''  Registration  rendered  a  man  liable  to  be  transferred 
to  any  place  in  which  his  work  was  needed  by  the  government, 
without  any  reduction  of  wages,  and  special  allowances  were  to 
be  made  him  to  cover  the  cost  of  his  transfer  for  living  expenses 
while  away  from  home.  These  men  were  to  be  known  as  War 
Munitions  Volunteers  and  were  to  receive  and  wear  special  badges 
which  would  protect  them  against  insistent  appeals  for  enlist- 
ments. Between  June  24  and  July  10,  1916,  about  90,000  volun- 
teers had  enrolled  for  this  service. 

It  was  not  long,  however,  before  the  authorities  discovered  that 
such  a  thing  as  excessive  mobility  of  labor  was  possible.  The 
chaotic  condition  in  which  many  industries  were  thrown  by  the 
withdrawal  of  labor  at  the  very  time  that  they  were  receiving 
government  contracts  was  causing  employers  to  bid  against  one 
another  and  against  the  government  for  whatever  skilled  labor 
was  obtainable,  and  laborers  in  large  numbers  were  moving  hither 
and  thither  attracted  by  the  promise  of  higher  wages. 
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At  first  the  government  sought  to  prevent  this  excessive  migra- 
tion  by  an  Order  in  Council,  dated  April  S9,  1915,  which  forbade 
employers  in  factories  engaged  in  munitions  work  to  advertise  or 
otherwise  seek  to  induce  persons  employed  in  other  factories  on 
government  work  to  leave  their  places  of  employment  to  take  work 
in  the  establishment  of  the  soliciting  employer.  The  order  failed 
to  accomplish  its  purpose,  for  it  did  not  prevent  a  laborer  from 
voluntarily  leaving  his  place  of  employment,  nor  did  it  provide 
any  means  by  which  accusations  of  enticing  laborers  could  be 
proved. 

By  certain  sections  in  the  Munitions  of  War  acts,  1916  and 
1916,  therefore,  the  government  sought  to  deal  with  this  matter. 
Employers  were  forbidden  to  give  employment  to  a  workman  who 
had  been  employed  on,  or  in  connection  with,  munitions  work 
within  a  period  of  six  weeks  preceding  his  application  for  work, 
unless  the  workman  was  in  possession  of  a  ^^leaving  certificate'^ 
from  the  employer  by  whom  he  was  last  so  employed  or  from  a 
munitions  tribunal  set  up  under  the  act,  and  which  was  empowered 
to  act  in  cases  the  employer  had  refused  such  certificate  and  the 
munitions  tribunal  felt  that  such  refusal  was  unreasonable. 

More  dissatisfaction  grew  out  of  the  operation  of  this  section 
of  the  Munitions  Act  than  from  any  other  part  of  that  famous 
piece  of  legislation,  and  the  British  Grovemment's  Commission  on 
Industrial  Unrest,  in  its  report  made  last  July,  places  this  second 
on  its  list  of  the  causes  of  industrial  unrest  in  the  United  Kingdom. 
Workmen  felt  that  their  freedom  to  select  their  place  of  work  had 
been  unreasonably  restricted,  and  that  employers  and  their  fore- 
men took  advantage  of  the  situation  to  make  work  hard  and  to 
refuse  leaving  certificates  even  when  they  might  legitimately  have 
been  granted.  Workmen  also  complained  that  they  were  often 
prevented  from  going  to  work  in  establishments  where  wages  were 
better  and  that  the  munitions  tribimals  did  not  take  this  into  con- 
sideration in  regulating  the  wages  of  the  establishments  to  which 
the  men  were  restricted.  So  great  was  the  dissatisfaction  with 
the  leaving-certificate  plan  that,  even  before  the  report  of  the 
commission  was  made,  the  government  had  decided  to  repeal  these 
provisions  of  the  Munitions  of  War  acts.  This  has  since  been 
done  (the  abolition  dating  from  the  15th  of  October  last),  and 
an  employee  on  munitions  work  is  now  free  to  leave  his  present 
employment  for  other  war  work  on  giving  his  employer  a  week's 
notice  or  such  longer  notice  as  is  provided  by  his  existing  contract. 
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To  prevent  excessive  migration  of  labor  the  War  Munitions 
Volunteer  scheme  has  been  extended  to  all  men  eligible  to  enroll, 
and  all  men  having  dependents  will  receive  subsistence  allowances 
while  away  from  home  and  free  railway  passage  to  and  from  their 
homes  on  general  and  trade  holidays.  The  Trade  Union  Advisory 
Committee  has  appealed  to  workmen  not  to  change  their  employ- 
ment ^^without  definite  and  substantial  grounds  and  to  show  that 
the  output  of  munitions  will  not  suffer  from  the  abolition  of  the 
leaving  certificates.'* 

The  other  great  eff^ort  made  by  the  British  government  to  re- 
cruit labor  for  war  industries  has  been  the  adoption  of  the  policy 
laiown  as  "dilution  of  labor."  As  stated  by  the  government,  the 
dilution  of  labor  implies  that:  (1)  "The  employment  of  skilled 
men  should  be  confined  to  work  which  cannot  be  efficiently  per- 
formed by  less  skilled  labour  or  by  women.  (2)  Women  should 
be  employed  as  far  as  practicable  on  all  classes  of  work  for  which 
they  are  suitable.  (3)  Semi-skilled  and  unskilled  men  should  be 
employed  on  any  work  which  does  not  necessitate  the  employment 
of  skilled  men  and  for  which  women  are  unsuitable." 

Since  men  of  military  age  and  fit  for  service  have  been  needed 
in  the  army,  and  unskilled  men  could  be  better  spared  for  this 
service  than  skilled  workers,  it  may  be  said  that  no  great  supply 
of  unskilled  male  labor  has  been  uncovered  by  the  adoption  of  this 
policy.  In  practice,  therefore,  the  policy  of  dilution  of  labor 
has  largely  resolved  itself  into  the  effort  to  introduce  women  into 
industry  to  supply  the  growing  needs  of  munitions  and  other  war 
industries.  "There  is  one  source  and  one  only,"  said  a  Board  of 
Trade  appeal  to  the  manufacturers,  sent  out  in  March,  1916, 
"from  which  the  shortage  (of  labor  in  the  manufacturing  indus- 
tries) can  be  made  good;  that  is,  the  great  body  of  women  who 
are  at  present  unoccupied  or  engaged  only  in  work  not  of  an 
essential  character." 

Governmental  efforts  to  recruit  women  for  industrial  purposes 
have  been  largely  made  with  the  manufacturing  industries,  more 
particularly  those  manufacturing  munitions,  in  mind.  They  have 
been  largely  aided  in  this  work  by  the  desire  of  women  themselves 
to  engage  in  munitions  work,  a  desire  which  had  its  origin  in  the 
patriotic  impulse  to  serve  their  country  in  the  time  of  need,  and 
which  has  been  sustained  not  only  by  patriotism  but  by  the  high 
earnings  which  have  accrued  to  the  women  by  manufacturing 
munitions  on  the  piece*rate  plan. 
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Such  opposition  as  has  been  encountered  to  this  method  of 
dihiting  labor  has  come,  not  from  the  women  workers,  but  from 
the  men.  Foreseeing  these  objections,  the  government  took  steps 
in  March,  1915,  to  secure  the  consent  of  the  representatives  of  the 
leading  trade  unions  to  the  introduction  of  its  policy  of  dilution. 

An  amendment  to  the  Defence  of  the  Realm  Acts  was  adopted, 
which  authorized  the  military  and  naval  authorities  to  require 
that  factories  where  work  for  military  or  naval  service  could  be 
carried  on  be  placed  at  their  disposal  and  that  work  in  such  estab- 
lishments be  carried  on  under  the  direction  of  the  Minister  of 
Munitions.  Armed  with  this  persuasive  instrument,  the  Chancellor 
of  the  Exchequer  (Mr.  Lloyd-George)  and  the  Chairman  of  the 
Board  of  Trade  (Mr.  Runciman)  held  a  conference  with  repre- 
sentatives of  the  principal  trade  unions  on  the  day  following  the 
adoption  of  the  amendment.  As  a  result  of  this  conference,  the 
famous  Treasury  Agreement  was  reached.  By  this  agreement  the 
trade  unions  (through  their  representatives)  agreed  to  relax  their 
trade-union  practices  and  customs  which  would  have  hindered  the 
carrying  out  of  the  policy  of  dilution  and  which  had  the  effect  of 
regulating  and  restricting  output.  Employers  in  government 
factories  and  in  establishments  controlled  by  the  government  might 
introduce  female  labor  and  unskilled  male  labor  to  do  work  which 
had  hitherto  been  done  by  unskilled  male  labor. 

The  government,  on  its  part,  promised  that  at  the  end  of  the 
war  the  trade-union  rules  and  practices  prevailing  at  the  begin- 
ning of  the  war  should  be  restored ;  that  a  record  would  be  kept 
of  the  nature  of  departures  from  practices  prevailing  at  the  time 
of  the  agreement;  and  that  employers  would  restore  to  their  old 
positions,  or  to  others  most  nearly  resembling  them,  skilled  workers 
who  had  withdrawn  from  industry  to  join  the  fighting  forces.  It 
also  was  agreed  that  the  semi-skilled  laborers  substituted  for  the 
skilled  workers  should  be  paid  at  the  usual  rates  of  pay  for  their 
district.  The  government  also  promised  that  pn^ts  of  employers 
engaged  in  the  production  of  munitions  should  be  ddinitely  lim- 
ited. The  government  proceeded  at  once  to  keep  its  part  of  the 
agreement  by  the  passage  of  the  Munitions  of  War  Act,  1915, 
which  imposed  upon  employers  in  controlled  establishments  the 
conditions  of  the  Treasury  Agreement  and  limited  profits  in  these 
establishments  by  requimig  that  80  per  cent  of  the  profits  in 
excess  of  those  earned  in  peace  times  should  be  paid  into  the 
Treasury.    The  government  then  proceeded  to  conduct  an  active 
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campaign  to  increase  the  employment  of  women  in  every  branch 
of  industry  on  which  the  government  relied  for  war  supplies.  Not 
only  the  Labor  Exchanges,  but  the  factory  inspectors  and  other 
government  officials,  were  called  upon  to  assist  employers  in  this 
work.  Conferences  composed  of  employers  in  various  establish- 
ments and  of  government  officials  were  called  to  discuss  the  means 
and  extent  of  dilution  possible  in  these  establishments.  The  Board 
of  Trade  issued  an  appeal,  "on  behalf  of  the  government,  to  every 
employer  who  is  finding  his  business  threatened  with  diminished 
productivity  through  the  loss  of  men,  not  to  accept  such  diminu- 
tion as  an  inevitable  consequence  of  the  war,  but  to  make  every 
possible  effort  to  maintain  his  production  by  using  women,  whether 
in  direct  substitution  for  the  men  who  have  been  withdrawn  or  by 
some  subdivision  or  rearrangement  of  his  work." 

The  increased  employment  of  women  in  Great  Britain  during 
the  war  has  already  passed  through  several  fairly  distinct  stages. 
At  first  it  took  place  in  those  industries,  like  clothing  and  the 
textiles,  in  which  women  had  already  been  largely  employed  before 
the  war,  and  in  conmiercial  occupations  and  the  public  service 
where  the  work  was  not  beyond  a  woman's  strength  and  where 
only  a  short  period  of  training  was  necessary  for  such  work  as 
women  were  called  upon  to  do.  This  extension  of  woman's  employ- 
ment, while  very  considerable,  has  not  required  government  assist- 
ance in  any  considerable  degree  to  bring  it  about,  although  it  has 
had  government  encouragement  wherever  such  employment  of 
women  would  have  the  effect  of  relieving  men  for  military  service 
or  for  industrial  tasks  connected  with  the  prosecution  of  the  war. 
Government  estimates  indicate  that  about  496,000  women  were 
employed  in  conmiercial  occupations  in  July,  1914.  Three  years 
later,  in  July,  1917,  8S4,000  had  been  added  to  this  number, 
making  a  total  of  8S0,000.  In  banking  and  finance  only  9,500 
women  were  employed  in  July,  1914.  By  July,  1917,  this  number 
had  grown  to  54,000,  an  increase  of  670  per  cent.  In  the  civil 
service  66,000  women  were  to  be  found  in  July,  1914,  while  in 
July,  1917,  there  were  98,000  women  so  employed. 

The  second  stage  in  the  employment  of  women  was  reached 
when  women  began  to  be  employed  in  considerable  numbers  in  the 
metal  trades,  in  the  manufacture  of  munitions.  This  stage  was 
hardly  reached  until  February,  1916.  In  July  of  that  year  Mr. 
Lloyd-George  said  that  about  60,000  women  were  employed  in 
the  munitions  branch  of  the  metal  trades.     A  large  number  of 
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these  employees  had  been  transferred  from  other  branches  of  the 
metal  trades,  as  such  transfers  are  comparatively  easy  to  effect. 
During  the  first  year  of  the  war  women  were  chiefly  employed  **on 
repetition  work  and  automatic  machinery,  involving  little  or  no 
departure  from  the  work  to  which  they  are  ordinarily  accustomed." 
These  women  were  not,  in  many  instances,  directly  replacing  men, 
but  they  were  doing  what  before  the  war  had  been  regarded  as 
men's  work.  The  enormous  output  of  shells  and  other  products 
of  the  munitions  establishments  had  permitted  standardization  of 
products  and  a  high  degree  of  division  of  labor,  so  that  very  little 
training  was  necessary  to  enable  a  woman  to  do  the  work  required. 

The  third  stage  in  the  employment  of  women  was  reached  when 
an  effort  was  made  to  substitute  them  for  men  in  the  performance 
of  work  which  required  some  skill.  Some  training  is  required  for 
this  work  and  this  training  the  government  has  undertaken  to  sup- 
ply, without  charge,  through  the  technical  schools.  The  training 
is  not  intended  to  be  thorough,  but  is  just  sufficient  to  enable  the 
learners  to  acquire  the  proficiency  necessary  to  perform  the  work 
under  the  supervision  of  skilled  men.  The  Ministry  of  Munitions 
has  announced  that  it  is  ^^not  prepared  to  sanction  any  course 
which  provides  less  than  80  or  more  than  100  hours'  instruction," 
and  it  has  suggested  that  arrangements  be  made  so  that  no  course 
shall  last  more  than  a  month. 

The  net  result  of  aU  these  efforts  to  introduce  more  women 
into  industry  during  war  time  is  that  at  the  end  of  three  years 
of  war  it  was  estimated  that  1,38S,000  women  had  entered  some 
wage-earning  occupation  other  than  domestic  service  since  July, 
1914,  in  addition  to  the  3,S98,000  already  employed.  In  some 
establishments  the  employers  have  fewer  workers  than  before  the 
war  but  have  more  women  employed  than  formerly,  having  substi- 
tuted women  for  men  in  certain  branches  of  the  trade. 

The  sources  of  supply  from  which  these  women  workers  have 
come  are  many.  Something  like  400,000,  it  is  estimated,  have 
come  from  domestic  service  and  small  shops.  Others  are  married 
women  who  have  felt  some  compulsion  to  resume  their  places  in 
industry  since  their  husbands,  the  breadwinners  of  the  family, 
have  gone  to  the  front.  "The  munitions  workers  of  today,"  says 
a  memorandum  of  the  Health  of  Munitions  Workers  Committee^ 
"include  dressmakers,  laundry  workers,  textile  workers,  domestic 
servants,  clerical  workers,  shop  assistants,  imiversity  and  art  stu- 
dents, women  and  girls  of  every  social  grade  and  of  no  previoui 
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wage-earning  experience,  also  in  large  numbers  wives  and  widows 
of  soldiers,  many  married  women  who  had  retired  altogether  from 
industrial  life,  and  many  again  who  had  never  entered  it." 

Many  of  these  women  have  had  to  be  transferred  from  their 
homes  in  all  parts  of  the  United  Kingdom  to  the  munitions  centers, 
and  these  transfers  have  for  the  most  part  been  made  through 
the  Labor  Exchanges.  Thirty-three  thousand  women  workers 
were  transferred  by  the  Exchanges  from  one  district  to  another 
in  1914;  in  1915  the  number  so  transferred  was  53,000,  and  in 
1916,  160,000.  Special  campaigns  have  been  conducted  to  per- 
suade unoccupied  women  in  non-industrial  areas  to  leave  their 
homes  for  this  work.  Mention  is  made  by  the  Labour  Gazette  of 
one  instance  where  772  women  from  places  as  far  separated  as 
Aberdeen  and  Penzance  were  brought  together  in  one  factory  in 
the  West  Midlands. 

This  mobility  of  female  labor  has,  of  course,  been  attended  with 
great  difficulties  and  some  dangers.  In  many  mimitions  centers, 
the  housing  facilities  were  insufficient  to  care  for  the  increase  in 
the  number  of  workers  and  houses  have  had  to  be  provided.  How 
far  the  government  has  fallen  short  in  its  efforts  to  solve  the  hous- 
ing problem  is  known  to  all  readers  of  the  reports  on  Industrial 
Unrest,  but  the  failures  seem  to  be  more  noticeable  in  the  case  of 
family  houses  than  in  the  case  of  single  women.  The  fact  that 
the  transference  of  women  workers  to  places,  oftentimes  many  miles 
from  their  homes,  would  present  grave  problems  relating  to  the 
morals  and  health  of  the  workers  was  appreciated  by  the  author- 
ities; and  special  arrangements  have  been  made  in  the  way  of 
welfare  work  within  and  without  the  factories  for  women  workers, 
including  the  appointment  of  forewomen  nurses  and  women  super- 
visors. 

Efforts  to  stimulate  production  led  the  government  in  the  early 
part  of  the  war  to  relax,  and  in  some  cases  to  suspend,  the  factory 
acts  which  had  been  slowly  built  up  by  the  experience  of  a  century 
for  the  protection  of  women  and  children  against  the  overstrain 
of  industry.  How  far  these  relaxations  proved  a  failure,  not  only 
from  the  standpoint  of  the  women  themselves  but  from  that  of 
the  employer  and  the  government,  which  was  aiming  at  maximum 
productivity,  is  well  known  to  many  of  you  and  is  a  subject  which 
can  not  be  dealt  with  here.  It  is  sufficient  to  say  that  the  old  re- 
strictions have  had  in  many  cases  to  be  re-introduced  and  during 
the  last  two  years  the  government  has  given  increased  attention 
to  the  relation  between  hours  of  labor  and  productivity. 
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Summarizing,  very  briefly,  the  lessons  which  English  experience 
in  the  emplojrment  of  labor  during  the  war  has  provided  for  our 
guidance,  we  may  say  that  the  following  seem  to  be  established 
facts: 

1.  Any  country  possesses  in  its  industrially  unemployed  women 
a  vast  reserve  of  productive  power  on  which  it  can  call  in  times 
of  emergency,  and  which  has  a  mobility  hitherto  unsuspected. 

5.  For  the  utilization  of  such  labor  there  is  no  limit,  except 
that  set  by  the  physical  capacity  of  the  worker  and  the  extent  of 
her  training.  Considering  the  length  of  time  which  most  women 
are  likely  to  remain  in  industry,  only  a  brief  and  intensive  training 
seems  desirable  from  their  standpoint ;  and  this  training  will  suffice 
in  those  industries  where  production  of  standardized  products 
on  a  large  scale  has  led  to  a  high  degree  of  division  of  labor. 

3.  The  effective  utilization  of  women's  labor  requires  the  gov- 
ernment and  private  employers  to  give  unusual  consideration  to 
problems  relating  to  the  health  and  fatigue  of  the  workers,  lest 
the  effort  to  secure  maximum  productivity  overreach  itself.  Over- 
time finds  its  inevitable  correction  in  broken  time. 

4.  Any  burdensome  restriction  which  has  the  effect  of  creating 
widespread  dissatisfaction  among  the  workers  will  lead  to  a  de- 
cline, rather  than  to  an  increase,  in  productivity.  In  general, 
among  peoples  trained  in  the  habits  of  self-government,  govern- 
mental efforts  to  secure  the  cooperation  of  organization  of  em- 
ployers and  of  employees  will  win  better  results  than  will  meas- 
ures of  compulsion. 

6.  For  the  effective  mobilization  of  its  labor  forces  and  their 
disposal  in  those  industries  and  establishments  where  they  are 
most  needed,  a  well  integrated  system  of  employment  bureaus  is 
essential,  and  employers  should  be  encouraged  to  rely  upon  these 
bureaus  to  secure  the  extra  labor  required  to  operate  their  plants. 

6.  The  need  of  men  for  military  service  should  not  be  allowed 
to  outweigh  the  need  of  men  for  the  production  of  those  things 
upon  which  military  success  is  dependent.  Skilled  laborers  in  the 
industries  on  which  the  government  relies  for  its  military  supplies 
should  not  be  drafted  or  allowed  to  enlist  until  the  government 
has  satisfied  itself  that  satisfactory  substitutes  are  available. 
What  Lloyd-G-eorge  said  to  the  Trade-Union  Congress  meeting 
at  Bristol  in  1915  is  still  applicable,  viz.,  that  ^^this  is  a  war  of 
materials"  and  that  it  ^^has  resolved  itself  into  a  conflict  between 
the  mechanics  of  Germany  and  Austria  on  the  one  hand,  and  the 
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mechanics  of  Great  Britain  and  France  (to  whom  we  may  now 
add  the  United  States)  on  the  other." 

If  this  be  true,  it  is  obvious  that  everything  which  tends  to 
conserve  our  industrial  efficiency  is  as  important  as  a  means  to 
the  end — the  winning  of  the  war — as  that  which  promotes  mili- 
tary efficiency. 
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PLAN  OF  THE  DEPARTMENT  OF  AGRICULTURE  FOR 
HANDLING  THE  FARM  LABOR  PROBLEM 

By  E.  V,  Wilcox 
Office  of  Farm  MatMgement 

With  the  entrance  of  the  United  States  into  the  world  war  it 
was  anticipated  that  a  temporary  shortage  of  farm  labor  mi^t 
occur,  requiring  special  attention  by  the  Department  of  Agri- 
culture. The  duty  of  handling  this  problem  for  the  Department 
was  assigned  to  the  Office  of  Farm  Management  and  a  study  of 
the  problem  was  immediately  begun.  No  special  appropriations 
were  available  for  this  purpose  and  it  was  therefore  necessary  to 
take  certain  members  of  the  staff  of  the  office  from  their  regular 
work  and  assign  them  to  states  in  which  the  most  urgent  calls  were 
made  for  assistance.  A  general  cooperative  agreement  was  at  once 
entered  into  with  the  Department  of  Labor  whereby  the  Depart- 
ment of  Agriculture  was  to  make  surveys  to  learn  the  actual  labor 
needs  of  farmers  and  also  to  learn  the  possible  sources  of  farm 
labor  in  rural  communities  and  in  towns  up  to  the  size  of  10,000 
inhabitants,  while  the  Department  of  Labor  undertook  to  handle 
as  heretofore  labor  surveys  in  larger  towns  and  cities. 

It  was  generally  realized  that  a  larger  number  of  laborers  than 
is  usually  the  case  had  been  absorbed  by  the  enormous  industrial 
expansion  during  the  previous  years  of  the  war  and  by  the  great 
demand  for  military  supplies  to  be  exported  to  the  Allies.  More- 
over, a  considerable  number  of  men,  possibly  40,000,  had  been 
attracted  to  Canada  as  farm  laborers  by  reason  of  the  liberal 
offers  and  urgent  need  of  the  Canadian  government.  Further- 
more, thousands  of  Mexicans  passed  over  the  international  boun- 
dary under  the  impression  that  they  would  be  forced  into  military 
service  if  they  remained  in  the  United  States.  This  exodus  of 
Mexicans  was  particularly  extensive  during  the  summer  season 
and  still  continues.  During  November,  for  example,  about  75 
Mexicans  daily  crossed  into  Mexico  over  the  international  bridge 
at  El  Paso,  Texas,  and  a  similar  exodus  was  taking  place  at  other 
points  along  the  boundary.  Labor  agents  interested  in  obtaining 
laborers  for  industrial  purposes  visited  portions  of  the  country 
in  which  there  was  a  surplus  of  labor  and  by  the  offer  of  hi^ 
wages  succeeded  in  inducing  many  thousands  of  laborers  to  leave 
southern  cities,  and  to  a  less  extent  country  districts,  for  employ- 
ment in  northern  industrial  concerns.     Then  came  the  draft  for 
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the  national  army.  Following  upon  the  draft  came  the  call  for 
laborers  to  construct  cantonments  and  for  the  increased  shipbuild- 
ing operations  of  the  federal  government.  These  unusual  demands 
for  labor,  coupled  with  the  need  of  an  increased  food  production 
for  ourselves  and  the  allies,  made  a  farm  labor  problem  of  large 
proportions. 

The  high  wages  offered  for  work  in  industrial  concerns  and  in 
the  construction  of  cantonments  drew  large  numbers  of  men  away 
from  farms  and  caused  a  temporary  disturbance  in  the  farm  labor 
situation.  This  disturbance  was  for  a  time  quite  serious,  especially 
in  the  immediate  neighborhood  of  cantonments  and  large  industrial 
enterprises,  but  a  readjustment  of  conditions  is  rapidly  being 
reached. 

Another  factor  in  the  farm  labor  problem  may  here  be  men- 
tioned— a  factor  of  more  importance  than  has  commonly  been 
assigned  to  it.  The  labor  required  for  essential  and  fundamental 
industries  had  gradually  been  becoming  scarcer,  even  before  the 
outbreak  of  the  European  war,  as  a  result  of  the  enormous  de- 
velopment of  luxury  trades,  especially  the  automobile  business. 
This  business  had  gradually  absorbed  into  its  service  millions  of 
men  used  in  constructing  factories,  building  machines,  repair  work, 
maintenance  of  garages,  driving  automobiles,  and  other  kinds  of 
employment  connected  with  the  automobile. 

There  are  two  main  features  or  phases  of  the  Department  pro- 
gram for  handling  the  farm  labor  situation ;  namely,  to  learn  the 
labor  needs  of  every  farmer  and  to  develop  all  possible  sources 
of  labor.  In  order  to  meet  this  problem  satisfactorily,  a  suitable 
organization  was  the  first  requirement  to  be  met.  The  present 
plan  of  organization  includes  the  Office  of  Farm  Management  in 
general  charge  of  the  program,  four  Supervising  Farm  Help 
Specialists  in  charge  of  the  northeastern,  north-central,  southern, 
and  western  divisions  of  the  United  States,  thirty-seven  State  Farm 
Help  Specialists  (for  the  most  part  one  man  in  charge  of  the  work 
in  each  state  but  in  some  instances  in  charge  of  a  group  of  two 
or  more  states).  County  Agents  or  other  county  men  and  com- 
munity leaders  or  committees.  This  organization  is  in  active 
cooperation  with  the  United  States  Department  of  Labor,  the 
Extension  Service  of  the  Agricultural  Colleges,  State  Councils  of 
Defense,  State  Commissioners  of  Agriculture  and  Labor,  and  other 
organizations  officially  interested  in  the  farm  labor  problem. 

Jn  general  the  work  of  the  Farm  Help  Specialists  of  the  Depart- 
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ment  of  Agriculture  is  concerned  with  the  farm  side  of  the  problem. 
These  men  must  devise  means  of  securing  accurate  and  authorita- 
tive information  regarding  the  farm  labor  needs  of  every  farmer 
in  their  territory.  They  must  also  learn  what  readjustments  of 
farm  labor  are  possible  so  as  to  handle  the  work  in  hand.  They 
make  surveys  of  rural  communities  and  small  towns  to  ascertain 
the  prospects  of  securing  for  farm  work  labor  not  now  fully  em- 
ployed for  that  purpose.  The  work  of  the  Department  of  Labor 
in  this  connection  consists  in  the  extension  and  even  more  efficient 
handling  of  their  system  of  employment  offices  in  the  large  cities. 
At  these  employment  offices  thousands  of  men  apply  for  positions. 
Many  of  these  men  have  had  previous  farm  experience  and  are 
therefore  especially  desirable  for  use  in  farm  operations.  In  this 
year's  experience  in  New  York  State  it  was  found  that  about  10 
per  cent  of  the  laborers  applying  at  emplojrment  offices  had  had 
previous  farm  experience.  It  is  especially  desirable  that  all  such 
men  be  sent  back  to  the  farm,  and  an  effort  is  being  made  to 
accomplish  this  result  through  the  active  and  cordial  cooperation 
of  the  Department  of  Labor.  In  order  to  bring  this  result  about 
more  methodically,  an  arrangement  has  recently  been  made  whereby 
one  of  the  members  of  the  staff  of  the  Office  of  Farm  Management 
has  been  assigned  to  service  in  the  Department  of  Labor  in  order 
to  present  the  viewpoint  of  the  Department  of  Agriculture  and 
of  the  farmer  to  the  men  in  charge  of  employment  offices,  and  to 
make  arrangements  for  selecting  for  assignment  to  farm  work  all 
experienced  men  and  at  the  same  time  to  prevent  sending  to  the 
farmers  men  who  are  out  of  sympathy  with  farm  work,  without 
experience  on  farms,  and  therefore  unlikely  to  give  satisfactory 
service. 

Thus  far  the  only  serious  phase  of  the  farm  labor  problem  b 
concerned  with  securing  a  sufficient  supply  of  experienced  men. 
Some  of  these  men  have  been  drawn  away  from  the  farm  by  the 
economic  attraction  of  higher  wages  in  city  industries  and  the 
problem  before  us  is  how  to  get  some  of  them  back  to  the  farm. 
Among  the  miscellaneous  applicants  in  employment  offices,  for 
example,  are  experienced  milkers,  farm  teamsters,  and  handlers 
of  farm  machinery.  It  is  of  large  importance  to  sift  these  men 
out  of  the  general  supply  of  migratory  labor  and  return  them  to 
satisfactory  positions  on  farms,  where  they  are  urgently  needed* 

There  are  several  sources  of  labor  not  already  fully  utiliied 
for  farm  work.    A  computation  of  data  obtained  in  making  tam 
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surveys  and  in  studying  the  problem  of  tenancy  shows  that  there 
are  about  700,000  retired  farmers  in  the  United  States  not  now 
occupied  with  any  gainful  occupation.  The  very  fact  of  their 
being  retired  farmers  indicates  that  they  have  been  successful  in 
their  occupation.  They  are  therefore  men  with  just  the  qualifica- 
tions required  for  directing  farm  operations  and  for  handling 
complicated  machinery  not  requiring  great  physical  exertion. 
Many  of  these  men  are  of  course  past  middle  life,  but  the  majority 
of  them  are  still  capable  of  doing  e£5cient  service  on  farms  and 
many  of  them  have  returned  to  the  farm  under  the  present  emer- 
gency to  add  the  weight  of  their  experience,  counsel,  and  expert 
services  to  the  solution  of  the  problem.  There  are  about  five 
million  boys  in  the  United  States  between  the  ages  of  sixteen  and 
twenty-one.  Many  of  these  boys  naturally  return  to  the  farm 
for  the  summer  vacation,  some  being  farmers'  sons  and  others 
having  had  more  or  less  experience  with  farm  work.  Not  all  of 
them,  of  course,  should  be  expected  to  take  part  in  farm  opera- 
tions and  not  all  of  them  will  be  needed  for  such  work,  but  there 
are  large  numbers  of  city  boys  without  previous  farm  experience 
who,  with  a  little  patience  on  the  part  of  the  farmer,  may  be 
trained  into  valuable  farm  hands.  They  are  naturally  alert,  quick 
to  learn,  and  full  of  energy,  and  under  proper  guidance  may  ren- 
der a  good  account  of  themselves  on  the  farm.  In  fact  the  ex- 
perience of  the  past  year,  while  varied  in  the  diff^erent  states,  has 
shown  that  these  boys  are  a  great  asset  which  cannot  be  overlooked 
in  the  consideration  of  the  farm  labor  problem.  Then  there  is  a 
gresit  crowd  of  city  dwellers  who  take  an  annual  vacation  prefer- 
ably at  outdoor  work.  Many  of  these  men  have  taken  vacations 
on  farms  year  after  year  and  are  therefore  sufficiently  expert  to 
be  entrusted  with  nearly  all  kinds  of  farm  work.  Again  we  have 
to  ccmsider  the  large  number  of  men  now  engaged  in  city  industries 
of  various  sorts  who  can  be  spared  for  work  on  the  farm  during 
slack  periods  of  business.  Women  have  also  taken  an  important 
position  in  farm  life,  and  during  the  present  war  emergency  a 
constantly  increasing  number  of  women  are  seeking  and  obtaining 
employment  on  farms  either  at  outdoor  work  or  as  help  for  the 
farmers'  wives.  Both  as  individuals  and  in  camps  the  women  have 
rendered  efficient  service  at  various  kinds  of  farm  occupations. 
The  English  government  has  had  an  extensive  and  satisfactory 
experience  with  women  as  farm  laborers.  It  has  been  foimd  de- 
sirable to  establish  training  camps  for  women,  not  primarily  be- 
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cause  they  require  longer  to  learn  the  essential  features  of  farm 
work  than  men,  but  because  it  was  felt  that  city  women  should 
have  a  preliminary  physical  training  or  seasoning  in  order  to 
prevent  unfavorable  results  from  the  unusual  kind  of  work.  About 
160,000  women  have  been  trained  in  camps  in  England  during 
the  year,  and  their  services  have  been  found  to  be  of  high  value, 
as  shown  by  the  voluntary  reports  of  farmers  with  whom  they 
have  found  employment.  Some  interest  has  been  awakened  in  the 
United  States  in  training  camps  for  women.  As  an  example  of 
such  a  camp,  mention  may  be  made  of  that  at  Mt.  Kisco,  N.  Y. 
This  camp  was  established  by  private  enterprise  on  an  abandoned 
farm  on  which  all  operations  were  done  by  girls  from  Columbia 
University  and  the  Manhattan  Trade  Schools.  They  performed 
all  kinds  of  farm  work,  even  including  haying,  with  satisfactory 
results,  and  were  generally  employed  by  farmers  in  the  neighbor- 
hood. Many  of  these  farmers  of  their  own  initiative  reported  that 
the  girls  were  more  alert  and  active  than  the  ordinary  farm  laborer 
and  that  their  services  would  be  gladly  accepted  during  the  coming 
year.  Incidentally  it  should  be  stated  that  all  of  the  girls  were 
pleased  with  their  experience  and  hope  to  have  the  same  oppor- 
tunity again. 

Husking  bees  have  been  organized  in  various  towns  for  the  pur- 
pose of  assisting  the  neighboring  farmers  in  harvesting  and  saving 
their  com.  These  husking  bees  are  essentially  a  revival  of  a  pleas- 
ant old  farm  institution  which,  like  so  many  of  the  farm  operations 
of  a  previous  generation,  combined  social  activities  with  industry. 

Interest  has  also  been  aroused  in  the  passage  and  enforcement 
of  vagrancy  laws  and  compulsory  work  laws.  This  has  been  the 
case  in  Maryland,  Wisconsin,  West  Virginia,  and  Florida.  Such 
laws  have  also  been  enforced  locally  in  a  number  of  the  other  states. 
Jn  fact  the  desirability  of  compulsory  work  laws  has  been  gen- 
erally discussed  throughout  the  country,  and  a  movement  is  under 
way  to  secure  the  passage  of  vagrancy  laws  in  various  states 
which  do  not  now  have  such  legislation.  The  drones  and  loafers 
are  always  with  us.  They  are  conspicuous  about  pool  rooms, 
comer  grocery  stores,  and  in  other  places  where  the  useless  mem- 
bers of  society  congregate.  Some  of  these  men  apparently  cannot 
be  induced  to  work  either  by  an  appeal  to  patriotism  or  by  an 
offer  of  satisfactory  wages.  It  seems  necessary  therefore  for 
society  to  protect  itself  by  demanding  that  those  who  will  not 
voluntarily  work  shall  be  compelled  to  take  part  in  the  neoesMfj 
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operations  of  our  economic  system.  An  interesting  special  class 
of  loafers  includes  the  parasitic  husbands  of  cooks  and  household 
servants  who,  in  accordance  with  the  long-established  traditional 
system,  take  home  nights  sufficient  food  to  support  an  idle  man. 
This  condition  is  particularly  prevalent  among  the  Negroes  of  the 
South  where  the  custom  has  been  prevailing  since  time  out  of  mind. 
In  Florida  an  attempt  has  recently  been  made  in  one  or  two  com- 
munities to  interfere  with  this  time-honored  custom.  An  appeal 
has  been  made  to  women's  clubs  to  take  a  definite  stand  in  the 
matter  and  to  prevent  food  from  being  taken  home  by  their  cooks 
and  servants.  Considerable  progress  has  been  made  toward  this 
end  and  it  is  hoped  that  this  custom,  which  makes  possible  the 
existence  of  a  class  of  professional  parasites,  will  be  gradually  and 
definitely  abandoned. 

Several  readjustments  of  labor  already  on  the  farms  may  be 
made  to  meet  more  adequately  the  present  situation.  The  old 
custom  of  exchanging  labor  among  farmers,  which  has  come  down 
from  the  early  days  of  agriculture,  is  being  extended  and  utilized 
on  a  larger  scale  than  ever.  The  wide  use  of  the  method  of  ex- 
changing labor  makes  possible  not  only  the  rapid  accomplishment 
of  tasks  which  do  not  permit  of  delay  but  also  the  doing  of  work 
which  requires  the  services  of  a  number  of  men  simultaneously  in 
order  to  secure  the  efficient  utilization  of  labor.  The  custom  also 
permits  the  better  distribution  of  labor  now  on  farms  and  the  more 
continuous  utilization  of  their  services.  Attention  has  also  been 
called  to  the  possibility  of  introducing  changes  in  the  cropping 
system  in  order  to  utilize  labor  more  fuUy  and  more  efficiently. 
Li  a  careful  survey  of  the  distribution  and  use  of  labor  in  North 
Carolina  it  was  found  that  only  about  40  per  cent  efficiency  was 
obtained  during  the  past  cropping  season  among  negro  laborers. 
In  Maryland  a  study  of  the  work  performed  by  farm  laborers 
including  both  family  and  hired  labor  indicated  that  farmers  and 
their  hired  help  do  only  about  one  hundred  days  work  each  per 
year.  This  is  a  low  grade  of  efficiency  and  the  situation  can  ob- 
viously be  greatly  improved  by  giving  more  careful  attention  to  the 
distribution  and  utilization  of  the  labor  already  available. 

A  tabulation  of  the  results  obtained  from  the  farm  labor  survey 
work  of  the  past  crop  season  indicates  quite  clearly  that  the  work 
of  producing  the  necessary  food  and  of  carrying  on  other  farm 
operations  can  be  accomplished  by  a  general  speeding  up  without 
any  additional  farm  labor.    More  work  can  be  done  with  the  same 
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number  of  laborers.  This  has  been  accomplished  on  thousands 
of  individual  farms  and  the  experience  of  Canada  shows  that  it 
can  be  accomplished  in  a  nation  as  a  whole.  The  Canadian  ex- 
ample is  one  which  merits  close  study  and  enthusiastic  emulation. 
Canada,  with  a  population  of  eight  million,  has  sent  500,000  of 
her  young  teen  to  France.  If  we  placed  a  proportionate  number 
of  our  population  in  active  military  service  the  total  would  be 
6,S60,000.  Notwithstanding  the  large  army  of  men  which  Canada 
has  taken  from  her  population  for  military  service,  the  Dominion 
increased  all  of  its  essential  industrial  operations  and  also  greatly 
increased  the  export  of  all  important  agricultural  products.  Li 
other  words  Canada  did  a  great  deal  more  than  heretofore  and 
with  fewer  men.  The  problem  was  solved  by  speeding  up  and  by 
more  efficient  distribution  and  utilization  of  the  available  man- 
power. 

Among  the  numerous  suggestions  which  have  been  made  of 
methods  of  solving  the  farm  labor  problem  there  are  several  im- 
practical suggestions  which  may  be  mentioned  at  this  point.  It 
has  been  urged,  for  example,  that  large  numbers  of  Chinese  be 
imported  as  farm  laborers.  An  enthusiastic  Chamber  of  Com- 
merce of  a  small  town  even  urged  the  importation  of  a  million 
Chinese  as  farm  laborers  for  a  single  state.  It  is  hardly  necessary 
to  discuss  this  proposition  in  the  present  connection  further  than 
to  call  attention  to  the  fact  that  the  shipping  facilities  on  the 
Pacific  are  totally  inadequate  to  transport  even  a  million  Chinese 
within  a  reasonable  period  of  time.  Furthermore  Chinese  are 
trained  in  a  system  in  which  labor  is  considered  of  little  economic 
importance.  They  are  totally  unacquainted  with  our  methods  of 
agriculture  and  of  course  would  be  quite  unable  to  understand 
or  speak  English  for  some  time.  It  would  therefore  require  an 
expert  interpreter  on  every  farm  on  which  Chinese  were  employed. 
Again  it  has  been  suggested  that  German  prisoners  of  war  now  m 
France,  England,  and  Russia  be  transported  to  this  country  as 
farm  laborers  under  military  supervision.  The  obvious  difficulties 
in  the  way  of  such  a  procedure  scarcely  require  pointing  out. 
Similarly,  the  suggestion  that  Belgian,  Serbian,  and  Armenian 
refugees  be  brought  to  this  country  to  help  us  raise  food  is  a  quite 
unfeasible  proposition,  with  the  present  shortage  of  shipping  facil- 
ities. Many  persons  have  urged  that  our  soldiers  now  in  training 
camps  should  be  utilized  a  portion  of  their  time  for  work  on  farms 
in  the  vicinity  of  cantonments.     It  is  merely  necessary  to  state 
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that  the  present  system  of  military  training  occupies  the  entire 
time  of  the  men  from  morning  to  night  and  that  the  training  is 
of  a  severity  up  to  the  limit  of  human  endurance.  Another  sug- 
gestion which  has  come  from  various  sources  and  has  been  strongly 
vouched  for  by  patriotic  citizens  is  a  national  conscription  for 
farm  work.  The  suggestion  is  sometimes  coupled  with  the  proposi- 
tion that  the  government  assume  control  of  large  areas  of  unused 
land  and  place  farm  labor  conscripts  upon  such  land.  No  prac- 
tical method  of  solving  the  obvious  di£Sculties  connected  with  such 
an  enterprise  has  thus  far  been  pointed  out. 

The  agricultural  operations  of  the  Southwest  involve  certain 
conditions  different  from  those  which  prevail  in  the  rest  of  the 
country.  There  is  a  large  amount  of  work  connected  with  the 
production  of  sugar  beets  in  southern  California  and  Colorado, 
and  with  the  growing  of  Egyptian  cotton  in  the  Imperial  and 
Salt  River  Valleys,  which  has  heretofore  been  done  mainly  by 
Mexicans.  Much  of  this  work  has  to  be  done  at  a  time  of  year 
when  extremely  high  temperatures  prevail.  American  workmen 
seem  not  to  be  well  adapted  for  that  kind  of  work.  During  the 
past  season  many  American  men  and  boys  made  an  attempt  in  an 
outburst  of  patriotism  and  enthusiasm  but  were  soon  sobered  by 
the  heat.  There  has  been  and  stiU  is  need  of  additional  Mexicans 
to  carry  on  this  work.  The  sugar  beet  growers  and  citrus  growers, 
and  the  cotton  planters  of  California  and  Arizona,  have  formed 
associations  for  the  purpose  of  importing  Mexican  laborers  and 
guaranteeing  their  proper  treatment  both  with  regard  to  wages  and 
housing  conditions.  The  Mexican  government  is  willing  that  labor 
should  be  recruited  for  farm  service  in  the  United  States  and  the 
Department  of  Labor  has  generously  granted  an  exception  to 
their  regulations  regarding  the  importation  of  foreign  labor,  allow- 
ing Mexicans  to  be  brought  over  for  limited  periods  for  agricul- 
tural operations  exclusively.  About  five  thousand  Mexicans  were 
imported  from  Mexico  during  the  past  cropping  season  under  this 
arrangement,  but  this  number  does  not  quite  offset  the  number 
of  Mexicans  who  fled  to  Mexico  for  fear  of  being  drawn  into  army 
service.  It  will  be  necessary,  therefore,  to  import  several  thousand 
more  during  the  coming  season  and  arrangements  have  already 
been  made  to  that  end. 

There  appears  to  be  a  surplus  of  labor  in  Porto  Rico.  These 
laborers  for  the  most  part  speak  only  Spanish  and  would  therefore 
be  particularly  adapted  for  farm  labor  in  Texas,  New  Mexico, 
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Arizona,  and  California,  where  a  large  percentage  of  the  people 
speak  and  understand  Mexican  Spanish.  An  arrangement  was 
made  to  bring  S0,000  Porto  Ricans  into  Texas  to  pick  cotton 
during  the  past  season  but  the  drought  which  prevailed  over  west- 
em  Texas  made  it  unnecessary  to  bring  in  this  outside  labor.  If 
the  necessity  should  arise,  however,  Porto  Ricans  can  doubtless  be 
obtained  for  the  crop  season  of  next  year  in  Texas  and  the  South- 
west. 

A  few  instances  may  be  cited  of  methods  used  in  handling  the 
farm  labor  situation  under  special  conditions.  As  is  generally 
known  a  large  army  of  workers  congregate  annually  for  the  wheat 
harvest  in  the  central  wheat  belt.  This  harvest  begins  about 
Jime  10  in  Oklahoma  and  extends  north  gradually  with  the  ripen- 
ing of  the  grain,  ending  in  North  Dakota  about  the  middle  of 
September.  The  harvest  thus  furnishes  continuous  employment 
for  men  for  a  period  of  about  three  months.  The  harvest  army  is 
made  up  of  men  from  various  economic  stations  in  life  and  from 
a  large  number  of  states.  Many  college  men  and  residents  of 
eastern  cities  annually  make  a  pilgrimage  to  the  wheat  belt  to 
engage  in  this  work.  The  Employment  Service  of  the  United 
States  Department  of  Labor  also  directs  a  large  number  of  men 
to  localities  where  harvest  operations  are  under  way.  The  fact 
that  such  work  awaits  the  coming  of  the  harvest  hands  is  generally 
known  throughout  the  country.  The  chief  way  in  which  the  De- 
partment of  Agriculture  can  assist  in  this  employment  is  in  fur- 
nishing accurate  information  as  to  just  where  the  men  are  needed, 
the  number  of  men  required,  the  wages  offered,  housing  conditions, 
and  other  details  concerning  which  laborers  wish  to  be  informed. 
The  laborers  are  then  directed  to  the  proper  localities  where  they 
are  met  by  farmers  and  taken  to  the  harvest  fields.  Ddinite  plans 
have  been  laid  whereby  County  Agents  or  others  who  may  be 
brought  into  our  organization  shall  keep  each  other  informed  of 
the  time  when  harvest  help  is  required  in  their  locality  and  of  the 
date  when  such  help  will  be  released  upon  completion  of  the  work. 
It  is  expected  that  in  this  manner  the  laborers  will  be  systematically 
directed  from  farm  to  farm  as  the  wheat  harvest  progresses  north- 
ward in  order  that  they  may  find  continuous  employment  through- 
out the  season. 

For  the  fruit  and  wheat  harvest  of  Oregon  there  was  not  suffi- 
cient time  to  make  arrangements  to  secure  floating  labor  from 
outside  the  state  for  this  yearns  crop.    It  was  obviously  necessary. 
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therefore,  for  the  state  to  solve  its  own  problem  with  its  own  man 
power.  The  Farm  Help  Specialist  and  the  County  Agents  ap- 
pealed to  the  urban  population  of  Oregon  for  help.  The  appeal 
was  met  with  a  generous  response.  In  many  instances  small  towns 
practically  adjourned  all  of  their  regular  business  and  men  and 
women  went  out  to  do  the  harvest  work.  A  solution  of  the  harvest 
help  problem  was  found  in  the  same  manner  in  many  localities  in 
other  states. 

The  idea  of  establishing  training  camps  where  city  boys  and 
men  may  receive  instructions  in  the  simple  features  of  farm  opera- 
tions has  gained  much  momentum  since  the  outbreak  of  the  war. 
The  Canadian  authorities  have  not  found  it  necessary  to  establish 
training  camps  for  men  or  boys.  City  residents  have  simply  gone 
out  individually  to  work  on  farms  and  the  farmers  have  shown 
a  reasonable  amount  of  patience  in  instructing  such  laborers  in 
the  methods  of  farm  work.  In  the  United  States,  however,  con- 
siderable attention  has  been  given  to  training  camps.  This  system 
has  been  tried  with  Boy  Scouts,  units  of  high-school  boys,  Y.  M. 
C.  A.  members,  the  Boys'  Working  Reserve,  and  in  camps  financed 
by  private  enterprises.  The  camps  have  varied  greatly  in  size 
knd  in  elaborateness  of  organization  and  equipment.  In  some 
cases  idle  farms  were  given  over  for  use  as  training  camps,  while 
in  other  cases  certain  farmers  allowed  camps  to  be  established  on 
their  farms  to  furnish  labor  for  themselves  and  neighboring  farm- 
ers. The  results  obtained  from  the  work  of  boys  who  have  been 
trained  in  these  camps  have  varied  greatly.  In  some  instances 
farmers  complain  of  the  inefficiency  and  playfulness,  or  even  mal- 
iciousness, of  boys,  while  in  other  instances  the  boys  gave  complete 
satisfaction  and  rendered  excellent  and  effective  service.  The 
experience  of  last  year  shows  clearly  that  success  with  boys'  camps 
depends  largely  on  having  an  efficient  leader,  a  man  who  has  not 
forgotten  the  fact  that  he  was  once  himself  a  boy  and  who  under- 
stands boy  psychology.  With  such  a  leader  the  supeirabundant 
energy  of  young  boys  may  easily  be  directed  into  useful  channels, 
with  the  result  that  a  great  amoimt  of  good  work  is  accomplished 
to  the  benefit  of  both  the  boys  and  the  farmer.  Under  such  condi- 
tions a  better  understanding  is  brought  about  between  the  farmer 
and  the  city  boy  and  the  way  is  paved  for  a  still  closer  cooperation 
between  these  two  classes  of  our  population. 

In  most  of  these  camps  it  has  been  found  desirable  to  have  a 
certain  degree  of  military  organization  and  routine.     By  these 
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means  the  boys  are  taught  personal'  responsibility  and  personal 
hygiene,  and  are  enabled  to  carry  with  them  from  the  city  to  the 
farm  the  essential  features  of  their  own  social  community* 

It  is  unfortunately  impossible  to  give  detailed  statistics  showing 
in  figures  the  results  of  the  operations  of  the  Department  of  Agri- 
culture in  handling  the  farm  labor  problem.  Thus  far  the  men 
we  have  employed  to  do  this  work  have  been  too  busy  to  collect 
statistics  covering  all  points  connected  with  the  work.  We  have 
hesitated  to  ask  them  to  file  statistical  reports  for  fear  of  inter- 
fering with  the  urgent  work  of  the  Farm  Help  Specialists.  We 
have,  for  example,  nothing  like  complete  statistics  for  any  state 
of  the  number  of  men,  boys,  and  women  placed  in  farm  positioois 
as  a  result  of  our  campaign.  Our  fragmentary  statistics  indicate 
that  more  than  100,000  city  boys  not  ordinarily  eftnplloyed  on 
farms  worked  for  a  considerable  period  during  the  past  summer 
either  at  general  farm  work  or  in  harvesting  or  truck-gardening 
work.  The  size  of  the  harvest  army  which  handles  the  wheat  crop 
of  the  central  states  could  not  be  measured  with  any  degree  of 
accuracy.  The  men  who  composed  this  army  came  from  many 
sources,  some  as  a  result  of  advertisement  by  the  Employment 
Service  of  the  United  States  Department  of  Labor,  some  through 
the  efforts  of  the  Farm  Help  Specialists  of  the  Department  of 
Agriculture,  and  some  as  a  result  of  newspaper  propaganda  or 
of  their  own  initiative. 

No  evidence  has  been  obtained  that  more  men  were  hired  on 
farms  in  1917  than  in  1916.  In  fact  in  some  localities  the  number 
of  hired  men  was  actually  less  than  during  the  previous  year.  For 
example,  in  North  Dakota  in  twenty-four  counties  in  which  fairly 
complete  statistics  were  obtained,  the  number  of  hired  men  in  1916 
was  6900  while  in  1917  it  was  only  6376.  As  already  mentioned 
there  has  been  a  general  speeding-up  of  farm  work  on  the  part  of 
farmers  themselves.  The  amoimt  of  family  labor  was  ccmsiderably 
increased  over  that  of  the  previous  year.  Women  in  particular  did 
an  unusual  amount  of  farm  labor. 

One  unfortunate  result  of  the  present  economic  disturbance  is 
the  fact  that  both  the  farmer  and  the  labprer  have  beai  tem- 
porarily spoiled  by  high  prices.  The  farmer  complains  that  the 
laborer  is  asking  too  much  for  his  work  and  the  laborer  in  turn 
complains  that  by  reason  of  the  high  prices  which  prevail  for  farm 
products  the  farmer  can  afford  to  pay  higher  wages  and  is  reaUy 
offering  ridiculously  low  wages.     The  fanner  can  afford  to  p«J 
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more,  but  the  laborer  must  not  be  unreasonable.  It  is  obviously 
necessary  that  all  of  us  should  adjust  ourselves  to  the  new  condi- 
tions both  of  prices  and  of  economic  competition  between  different 
industries  and  agriculture. 

The  problem  of  farm  labor  k  not  a  new  one.  It  has  always 
existed.  The  farmer  has  always  complained  of  the  inefficiency  of 
the  farm  labor,  and  the  laborer  in  turn  has  always  complained  of 
poor  housing  conditions,  poor  food,  and  bad  treatment  on  farms. 
The  laborer  has  complained  most  bitterly  perhaps  of  irregularity 
in  hours  rather  than  the  length  of  the  day's  work  on  the  fkurm. 
He  has  also  resented  the  fact  that  in  many  instances  his  social 
status  is  whoUy  anomalous  and  indefinable,  since  he  appears  to  be 
neither  a  member  of  the  family  nor  of  any  other  recognized  status. 
In  fact  he  seems  to  feel  that  from  the  view  point  of  the  farmer  he 
is  neither  flesh,  fowl,  nor  good  red  herring.  It  is  plainly  necessary 
that  both  parties  should  get  together  and  reach  an  understanding. 
Each  must  meet  the  other's  reasonable  requirements.  The  results 
shown  by  every  conscientious  effort  on  the  part  of  farmers  and 
their  help  to  come  to  an  understanding  as  to  each  other's  rights, 
privileges,  and  social  status  have  been  a  source  of  comforting  sur- 
prise. For  example,  in  two  neighboring  counties  in  one  of  the 
southern  states  the  economic  appeal  to  laborers  to  migrate  out- 
side the  county  for  industrial  work  was  equally  great.  In  one  of 
these  counties  it  happened  that  a  voluntary  movement  was  in 
progress  among  the  farmers  to  treat  their  labor  with  a  little  more 
consideration  than  had  been  the  case,  thus  recognizing  the  desire 
of  every  man  to  be  treated  as  a  human  being.  In  the  other  county 
no  change  was  made  in  the  traditional  method  of  handling  labor. 
The  migration  of  Negroes  from  the  latter  county  was  very  exten- 
sive while  it  was  hardly  noticeable  in  the  former  coimty. 

The  farm  labor  problem  is  a  community  function,  requiring  the 
hearty  cooperation  of  urban  and  rural  populations.  The  farmer's 
business  cannot  be  so  arranged  that  he  can  employ  the  same  num- 
ber of  men  continuously  the  year  around.  At  harvest  time,  at 
fruit-picking  time,  and  on  other  occasions  there  is  a  demand  for 
a  number  of  extra  laborers.  It  is  unreasonable  to  maintain  an 
economic  system  in  which  a  number  of  men  lie  idle  for  a  large 
portion  of  the  year  merely  for  the  purpose  of  performing  this 
emergency  labor  at  harvest  time.  It  is  far  better  that  the  city 
population  recognize  their  duty  as  members  of  the  community 
and  that  they  adjust  their  business  affairs  so  that  they  can  go 
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out  on  the  farms  and  do  the  emergency  work  of  harvest  and  of 
other  occasions  requiring  extra  help. 

The  Farm  Help  Specialist  has  an  extremely  important  and  diffi- 
cult function  to  perform.  He  must  be  a  source  of  leaven  and  in- 
spiration to  bring  all  state  and  federal  agencies  into  harmony 
within  the  state.  His  functions  are  obviously  hard  to  define  or 
limit,  since  they  must  be  so  flexible  and  variable  in  nature,  depend- 
ing upon  the  conditions  existing  in  each  state. 

The  results  obtained  in  our  farm  labor  work  of  the  past  crop 
season  indicate  that  there  is  labor  enough  in  the  country  if  it  is 
properly  distributed  and  efficiently  employed.  There  appears  to 
be,  in  other  words,  no  absolute  shortage  of  labor.  There  are  manj 
local  disturbances  due  to  the  unusual  competition  for  labor  at 
high  wages,  and  in  certain  localities  farmers  have  suffered  for 
want  of  labor  and  have  found  it  difficult  to  secure  help  in  the 
places  where  they  had  usually  foimd  it.  This,  however,  is  no  time 
either  for  pessimism  or  for  overconfidence.  The  situation  requires 
patience  and  above  all  genuinely  productive  work  on  the  part  of 
all  citizens.  There  is  urgent  work  for  all.  No  one  has  a  good 
excuse  today  for  not  working.  There  is  no  place  in  the  present 
economic  system  for  loafers  or  slackers.  The  situation  which  has 
developed  as  a  result  of  the  European  war  is  new  to  all  of  us 
and  many  annoying  local  disturbances  have  occurred  requiring 
much  patience.  Readjustments,  however,  are  rapidly  taking  place. 
The  farmer  is  gradually  realizing  that  with  the  present  prices 
of  farm  products  he  can  pay  higher  wages,  and  in  fact  the  country 
as  a  whole  is  awaking  to  a  realization  of  the  duty  of  every  citizen 
to  find  a  niche  where  he  can  be  of  most  service  and  to  perform 
his  share  of  fundamental  productive  work.  The  necessity  for  a 
higher  efficiency  of  labor  and  for  more  extensive  use  of  labor-saving 
devices  and  cropping  systems  designed  for  the  better  utilization 
of  farm  labor  has  been  too  largely  considered  as  an  academic 
proposition.  This  necessity  is  now  a  condition,  not  a  theory.  The 
real  problem  before  us  is  therefore  not  to  find  laborers  in  China 
or  Timbuctoo  to  do  our  work  but  to  dm  it  ourselves.  We  are  going 
at  this  problem  with  open  eyes  and  open  minds  and  with  the  coop* 
eration  of  all  classes  of  population  we  shall  surely  succeed. 
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EMPLOYMENT  AND  THE  LABOR  MARKET 

Bt  Charles  B.  Babnes 

New  York  State  Employment  Bureau 

The  subject  of  employment  and  the  labor  market  is  probably 
at  this  time  exciting  more  general  attention  than  ever  before. 
We  have  had  great  financial  depressions,  during  which  the  subject 
of  unemployment  was  much  discussed,  but  never  in  this  country 
has  the  subject  of  employment  and  an  adequate  supply  of  labor 
been  so  generally  considered. 

It  is  fortunate  that  a  great  industrial  state  like  New  York  has, 
at  this  time,  the  beginnings  of  an  adequate  public  employment 
office  system — an  organized  bureau  which  can  not  only  be  of  great 
direct  aid  in  the  present  emergency,  but,  what  is  of  far  more  im- 
portance, an  organization  which  can  bring  together  up-to-the- 
minute  data  on  the  labor  situation  and  thus  be  in  a  position  to 
suggest  ways,  both  to  employers  and  employees,  in  which  some 
of  the  present  difficulties  can  be  overcome,  and  point  to  remedies 
which  will  relieve  the  situation. 

The  organization  of  a  State  Bureau  of  Employment  in  New 
York  was  commenced  in  1915,  and  at  the  present  time  the  Bureau 
has  offices  in  Buffalo,  Rochester,  Syracuse,  Albany,  and  New  York 
City,  with  small  branches  in  Auburn,  Oswego,  Williamsburgh,  and 
Long  Island  City.  The  Bureau  has  an  administrative  office  in 
New  York  City,  to  which  are  sent  daily  reports  from  each  office 
throughout  the  state.  These  reports  from  the  large  industrial 
centers  of  the  state  enable  the  main  office  to  get  a  good  general 
view  of  the  labor  situation. 

As  evidencing  the  activity  of  the  offices  in  direct  placement 
work,  I  quote  you  a  few  figures  from  the  monthly  statistics. 
During  the  past  twelve  months  these  offices  have  registered  (both 
men  and  women)  a  few  over  90,000  people,  and  received  requests 
from  employers  for  nearly  114,000  workers.  The  offices  referred 
out  to  jobs  over  111,000  persons.  Up  to  this  time,  of  the  111,000 
persons  referred,  it  has  been  definitely  learned  that  78,870  have 
actually  secured  jobs.  Dividing  these  placements  according  to 
trades  and  occupations,  we  find  that  a  few  over  one-half  of  them 
are  in  the  manufacturing  and  mercantile  pursuits,  about  one-third 
are  casuals,  domestics  and  hotel  .workers,  and  nearly  12  per  cent 
agricultural.    It  will  be  noted  that  only  90,000  people  were  regis- 
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tered,  while  over  111,000  were  sent  out.  The  difference  here  is 
accounted  for  by  the  fact  that  the  offices  had  many  thousands  of 
names  on  the  registration  lists  prior  to  the  twelve  months*  period 
for  which  we  are  giving  the  figures.  The  offices  have  been  visited 
in  this  past  year  by  many  thousands  more  than  the  90,000  spokoi 
of.  The  pressure  of  work  on  our  limited  force  at  the  present  time 
does  not  allow  the  registering  of  each  worker  who  comes  to  us, 
unless  there  is  a  job  ready  waiting  to  which  he  can  be  sait. 

During  the  past  two  weeks,  our  offices  in  both  the  men's  and 
women's  departments  have  been  visited  by  hundreds  of  workers. 
There  is  no  office  that  does  not  report  more  than  100  applicants 
for  work  a  day,  and  some  of  the  offices  report  from  SOO  to  400 
seekers  for  jobs.  In  spite  of  this  fact,  we  hear  on  every  hand 
about  the  shortage  of  labor.  There  is  said  to  be  a  shortage  of 
workers  in  the  shipyards,  a  shortage  of  workers  in  the  munitions 
factories,  a  shortage  of  Workers  in  the  knitting  mills,  and  in  many 
other  places  where  war  supplies  are  being  made.  Some  of  these 
reports  are  true,  and  others  are  mere  exaggeration.  In  some 
cases  employers  give  out  the  word  that  they  will  need  300  or  3000 
workers,  meaning  thereby  that  they  expect,  in  the  course  of  the 
next  six  weeks  or  six  months,  to  take  on  this  number  of  workers, 
but  the  man  who  writes  up  the  story  knows  that  it  does  not  sound 
^^good"  to  spread  the  demand  out  over  such  a  long  time,  and  so 
we  read  in  the  headlines  that  such  and  such  a  place  is  needing 
hundreds  of  thousands  of  workers.  For  instance,  on  a  certain 
day  about  the  first  of  November,  an  article  appeared  in  hundreds 
of  newspapers,  telling  that  400,000  workers  were  needed  in  ship- 
yards. About  three  days  after  this  there  appeared  in  the  New 
York  Times  a  triple-headed  article  to  the  effect  that  the  Port 
Newark  Terminal  Shipyard  needed  1S,000  men  and  requested  all 
men  able  to  do  work  in  this  line  to  give  up  their  jobs  and  go  to 
the  shipyards.  On  reading  this  article  I  first  ascertained  that 
our  New  York  office  had  on  that  day  between  400  and  600  nnen 
who  were  capable  of  doing  work  of  this  kind.  I  called  up  the 
United  States  Emergency  Fleet  Corporation,  and  got  their  an- 
ployment  manager.  On  stating  that  we  were  ready  to  send  them 
men,  I  was  informed  by  Mr.  Brady  that  they  did  not  need  any 
men.  When  I  quoted  the  newspaper  article  he  said  it  was  exa^ 
gerated.  I  then  offered  to  send  him  a  few  skilled  men  in  certam 
specific  lines,  which  brought  out  the  fact  that  he  was  troubbd 
by  personal  requests  of  workers  at  the  gates,  and  that  he  aofcoa&f 
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had  over  4000  registrations  on  his  books,  and  was  turning  away 
men  every  day.  This  is  but  a  single  example,  but  we  can  duplicate 
this  in  every  office  throughout  the  state,  so  that  this  one  case  can 
be  multiplied  many  times. 

It  is  true  we  have,  in  the  past  few  months,  been  unable  to  fill 
many  orders,  but  mainly  because  these  orders  have  called  for 
certain  technically  trained  workers  in  a  line  in  which  there  is  such 
a  demand  that  all  of  the  highly  skilled  in  that  particular  line  have 
been  taken  on. 

Where  we  have  investigated  scarcity  of  labor,  we  have  found 
three  predominant  factors :  either  the  call  was  for  trained  workers 
in  technical  lines;  or  the  demand  was  for  husky  laborers  to  do 
work  calling  for  strong  physique  and  endurance ;  or  investigation 
showed  that  the  employer  was  offering  too  low  a  wage,  often 
coupled  with  long  hours  and  bad  working  conditions. 

The  cure  for  the  last  factor  of  low  wages  and  bad  conditions 
is  too  self-evident  to  call  for  any  comment. 

As  to  the  second  factor,  the  call  for  laborers,  especially  laborers 
of  strong  physique,  is  a  very  fluctuating  one,  with  the  demand  in 
most  cases  exceeding  the  supply.  There  would  seem  to  be  good 
reason  to  believe  that  there  is  an  actual  shortage  in  this  line. 
Immigration  of  Huns,  Poles,  and  Slavs  has  practically  ceased. 
Many  Greek  and  Italian  reservists  returned  to  their  countries 
soon  after  the  outbreak  of  the  war.  We  have  depended  largely 
upon  these  races  for  our  laborers  and  very  few  native-bom  Amer- 
icans go  into  this  field.  In  spite  of  all  this,  however,  we  have  time 
and  again  in  our  different  <^ces  been  able  to  fill  orders  for  laborers 
where  the  wages  offered  were  high.  Apparently  some  of  these 
applicants  had  left  semi-skilled  jobs  because  the  wages  offered 
for  laborers  were  sufficiently  above  those  paid  for  semi-skilled 
work  to  make  common  labor  attractive. 

As  regards  the  first  factor,  the  call  for  skilled  and  semi-skilled 
workers  in  technical  lines,  there  is  a  steady  and  persistent  demand 
for  the  very  highly  trained  men.  This,  however,  does  not  indicate 
a  real  shortage  of  labor.  There  is  no  real  shortage  of  labor  in 
this  country  as  yet.  There  is,  however,  an  apparent  shortage 
which  can  be  remedied  by  adapting  ourselves  to  our  changed  con- 
ditions. Let  us  look  into  the  facts  as  regards  the  labor  loss  result- 
ing from  the  war,  in  New  York  State.  The  state  census  of  1916 
showed  a  total  population  of  9,687,000.  Calculating  from  the 
percentage  of  workers  shown  by  the  United  States  Census   of 
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1910,  there  are  at  the  present  time  in  the  state  of  New  York  about 
8^00,000  persons  engaged  in  gainful  occupations.  On  the  other 
hand,  from  the  figures  given  out  as  well  as  from  liberal  estimate 
made,  the  Army,  Navy  and  the  Red  Cross  have  taken  about  140,- 
000  men  out  of  this  total  of  over  9,000,000  workers.  Another 
heavy  military  draft  will  have  to  be  made  before  the  labor  power 
of  the  state  is  materially  affected. 

The  truth  of  the  matter  is  that  until  a  very  short  time  ago 
there  has  been  a  great  loss  of  man  power  in  this  state  because  of 
unemployment.  Everyone  is  aware  of  the  fact  that  until  three 
years  ago  an  advertisement  offering  any  position  with  fairly  at- 
tractive wages  would  bring  to  factory  or  plant  gates  a  large  crowd 
of  eager  applicants.  It  is  also  well  known  that  from  all  the  work 
places  in  every  industrial  community  there  were  turned  away  each 
morning  hundreds  of  men  willing  to  work.  This  meant  a  great 
loss  of  man  power  to  the  country,  for  these  hundreds  and  thou- 
sands of  workers  lost  anywhere  from  three  days  to  three  montlis 
finding  a  proper  job,  and  the  total  loss  of  days'  work  calculated 
in  man  power  was  appalling.  Society  passed  over  this  loss  with- 
out notice  save  when  it  was  emphasized  by  bread  lines  and  soup 
kitchens.  Now  we  realize  what  we  were  wasting  and  are  com- 
mencing to  take  up  the  slack,  though  even  yet  hundreds  are  turned 
away  from  various  plants  every  morning. 

"But,''  says  the  employer,  "these  men  are  not  trained  or  are 
unfit  and  I  must  have  trained  men  right  away."  Granted  that 
a  small  percentage  of  the  men  are  unfit  and  that  only  a  few  of 
them  are  technically  trained,  then  the  only  answer  is  that  em- 
ployers at  their  own  or  at  government  expense  must  train  these 
men.  The  United  States  is  just  now  teaching  thousands  of  men 
how  to  shoot  a  gun  and  handle  a  bayonet.  Is  it  not  just  as  de- 
sirable, in  this  emergency,  to  teach  men  how  to  handle  a  tool  and 
a  machine?  Many  thousands  of  the  soldiers  are  at  this  time  just 
as  unfamiliar  with  the  rifle  and  the  bayonet  as  are  thousands  of 
workers  with  the  tool  and  the  machine.  More  men  than  are  now 
trained  will  be  needed  to  do  the  technical  work  coming  into  exist- 
ence through  the  needs  of  the  war.  There  are  enough  human 
beings  to  do  this  work  and  now  is  the  time  to  prepare  for  the 
training.  The  necessity  for  this  training  is  not  just  now  so  ap- 
parent, because  the  real  labor  shortage  is  not  yet  here.  This^  as 
we  have  already  said,  is  not  only  shown  by  the  number  of  workers 
coming  to  our  employment  o£Sces,  but  in  the  last  few  weeks  we  are 
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constantly  hearing  from  our  offices  throughout  the  state  of  this 
plant  here  and  that  plant  there  laying  off  men.  Sometimes  it  is 
only  20  or  80  men.  Other  times  it  is  from  800  to  600.  We  have 
the  actual  data  of  the  name  of  the  firm  and  the  number  laid  off 
in  hundreds  of  cases.  Various  causes  are  assigned.  Lack  of  ma- 
terials— generally  steel  or  coal — ^is  the  main  reason  given.  Some 
plants  tell  that  the  government  has  requested  them  to  reduce  their 
output  because  it  is  nonessential.  Then,  too,  it  is  a  transition 
period.  Certain  plants  have  closed  down  so  that  they  may  change 
their  machinery  to  make  a  product  they  have  not  heretofore  pro- 
duced. 

It  is  at  this  point  that  the  usefulness  of  the  public  employment 
offices  becomes  so  apparent.  When  men  are  laid  off  at  one  place, 
there  should  be  a  common  center  to  which  they  can  turn  to  learn 
all  about  the  openings  either  in  their  own  vicinity  or  in  the  coimtry 
at  large,  to  the  end  that  there  shall  be  as  little  loss  of  time  between 
jobs  as  possible.  The  importance  of  public  employment  offices 
is  now  recognized  on  every  hand.*  The  American  Federation  of 
Labor  at  Buffalo  demanded  the  establishment  of  a  national  bu- 
reau of  employment,  not  only  for  the  present  needs,  but  for  future 
aid  in  the  demobilizing  of  our  army.  The  creation  of  such  a 
bureau  is  called  for  by  the  American  Association  for  Labor  Legis- 
lation, the  United  States  Labor  Department,  and  the  United 
States  Shipping  Board. 

In  the  meantime  the  newspapers  continue  to  proclaim  a  great 
shortage  of  labor  and  to  recite  stories  of  abnormal  earnings, 
especially  in  munition  factories.  This  adds  to  the  general  rest- 
lessness caused  by  the  fact  that  we  are  at  war  and  results  in 
much  shifting  of  workers,  with  great  increase  of  "turnover"  and 
the  loss  of  man  power.  In  many  cases  where  labor  shortage  is 
spoken  of,  what  is  really  meant  is  the  "turnover.''  A  worker 
reading  of  labor  shortage  and  of  large  earnings  gets  restless,  quits 
his  job,  and  goes  hunting  the  wage  El  Dorado.  In  truth  such 
places  are  not  many.  Where  a  contractor  has  a  government  job 
on  a  cost-plus-profit  basis  there  is  the  temptation  to  make  the 
labor  item  high,  for  his  percentage  comes  from  this  item  as  well 
as  the  item  of  materials.  But  inquiry  as  to  wages  made  in  a  large 
munitions  plant  with  a  straight  government  contract  brought  the 
answer  that  the  average  wage  of  the  8000  employees  was  "about 
$8.00  per  day.'* 

To  sum  up:    There  are  in  this  coimtry  enough  human  beings 
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potentially  capable  of  doing  all  the  work  required,  and  that  too 
without  materially  (as  yet)  increasing  our  number  of  women 
workers.  But  large  bodies  of  workmen  will  have  to  be  trained 
and  retrained  to  meet  new  technical  needs,  and  employers  must 
face  the  problem  of  doing  this  training.  It  should  be  faced  now, 
for  until  it  is  done  the  method  will  be  for  one  employer  to  steal 
workers  from  the  other,  a  method  more  than  wastefuL  This  is 
already  being  done  to  such  an  extent  that  whole  communities  are 
hiring  so-called  employment  experts,  whose  only  experience  is 
shown  in  stealing  trained  workers  from  other  communities.  While 
we  are  doing  this  stealing  in  our  effort  to  avoid  spending  the  time 
and  money  to  train  men,  we  are  jeopardizing  the  lives  of  our  boys 
in  the  French  trenches.  When  employers  have  been  approached 
on  the  subject  of  training  men  they  have  refused  on  the  ground 
that  as  soon  as  they  get  them  trained  the  men  will  be  stolen  from 
them. 

The  only  remedy  is  cooperation.  Might  I  suggest  that  a  con- 
ference of  employers  and  representatives  of  labor  be  called  in  each 
industrial  center,  or  for  the  country  as  a  whole?  This  conference 
should  consider  the  subject  of  training  workers,  the  number  neces- 
sary in  each  industry,  the  number  to  be  trained  by  the  different 
plants,  and  the  aid  which  could  be  given  by  those  industries  not 
then  needing  trained  workers.  Not  only  could  workers  be  trained 
in  the  factory,  but  every  plant  turning  out  machines  could  train 
workers  as  the  machine  was  building,  so  that  with  every  machine 
sent  out  there  would  also  go  a  trained  operative.  In  order  to 
lessen  the  necessity  for  all-around  mechanics  who  require  long 
training,  the  subdivision  of  work  into  operations  ought  to  be  care- 
fully considered.  Government  contracts  should  not  be  allotted 
beyond  the  ability  of  the  section  to  furnish  the  necessary  labor, 
thus  saving  the  shifting  of  workers.  A  firm  with  a  contract  which 
must  be  finished  in  six  months  sends  out  an  appeal  asking  that 
hundreds  of  workers  be  sent  from  another  community.  Work  is 
more  mobile  than  labor. 

It  would  be  presumptuous  for  me  to  enter  into  too  many  details. 
That  is  the  province  of  the  conference.  But  it  will  not  do  to  put 
this  matter  off  until  "a  more  convenient  season."  We  have  too 
long  considered  this  war  a  side  issue.  It  is  time  we  realized  other- 
wise. Let  us  profit  by  a  page  from  England's  bitter  experience. 
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Frank  App. — Labor  distribution  is  more  than  the  bringing  together 
of  the  laborer  and  the  labor^  for  if  successful  it  mast  place  the  right 
man  in  the  right  place  with  the  right  employer.  Such  distribution 
must  be  the  aim  of  all  the  plans  and  all  the  organizations  for  the  dis- 
tribution of  labor. 

Some  authorities  today  appear  to  believe  that  there  is  plenty  of  la- 
bor in  this  country  for  all  industries.  If  true  the  distribution  is  woe- 
fully inefficient.  Usually  the  law  of  supply  and  demand  regulates  the 
distribution  with  a  fair  degree  of  satisfaction.  Canada  has  cared  for 
her  agriculture  and  essential  industries  by  withdrawing  labor  from 
unessential  work  and  placing  it  upon  essential  industries.  We  shall 
need  to  do  the  same  to  maintain  the  production  of  our  farms  and  other 
essentials.  Doing  so  promptly  will  save  us  from  embarrassment  and 
want  later. 

The  federal  department  proposes  to  care  for  the  distribution  of 
farm  labor  through  a  dual  organization^  composed  of  the  federal  and 
state  labor  departments  cooperating.  This  organization  will  recruit 
the  labor^  while  the  federal  and  state  agricultural  departments^  with 
the  colleges  of  agriculture  cooperating^  will  find  out  the  needs  of  the 
farmers  and  make  them  known  to  the  federal  and  state  labor  bureaus. 
These  labor  bureaus  can  then  prepare  for  the  labor  shortage  and  re- 
cruit the  men  wanted.  To  make  this  successful  and  to  furnish  an 
efficient  supply  will  require  careful  selection  and  placing  of  the  men. 
The  farmer  cannot  afford  such  a  labor  turnover  as  the  manufacturer 
has.  The  nature  of  his  business  does  not  allow  it.  When  we  con- 
sider that  the  farmer  ordinarily  hires  but  one  or  two  men^  and  that  his 
year's  operations  depend  in  a  large  measure  upon  having  efficient  men^ 
we  can  understand  that  poor  distribution  is  but  little  better  than  no 
distribution. 

Most  farm  labor  is  skilled  labor.  Consequently  but  a  limited  amount 
of  unskilled  or  inexperienced  labor  can  be  used.  Further  it  would  be 
foolish  to  place  many  inexperienced  laborers  on  farms  where  their 
efficiency  would  be  low,  when  there  is  plenty  of  experienced  farm  la- 
bor to  be  had  if  properly  distributed.  During  the  past  year  the 
American  farmer  raised  the  largest  crop  in  the  history  of  our  agricul- 
ture. This  was  done  with  a  decreased  supply  of  labor.  It  was  done 
with  more  than  ordinary  effort  on  his  part.  Part  of  the  crop  went 
unharvested,  because  of  labor  shortage.  The  slack  in  the  farm  labor 
throughout  the  northern  states  was  pretty  well  taken  up,  and  further 
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decreased  supply  must  mean  decreased  production.  The  supply  of 
farm  labor  has  been  decreasing  steadily  and  the  American  public  must 
replenish  the  loss  if  production  is  to  be  maintained.  The  need  is  not 
only  for  harvest  labor^  but  for  year  and  month  hands  as  well.  This 
need  should  be  placed  on  a  par  with  the  equipment  of  our  armies,  and 
the  furnishing  of  war  materials.  We  must  supply  our  allies  with  food 
as  well  as  take  our  place  on  the  western  front. 

During  the  past  year  boys'  farm  camps  were  established  in  many 
parts  of  the  United  States.  The  success  of  these  was  quite  varied. 
For  certain  kinds  of  labor,  boys  may  answer,  yet  the  city  boy  cannot 
be  expected  to  furnish  a  large  amount  of  farm  labor.  He  is  better 
fitted  for  city  work.  If  the  movement  is  considered  from  the  point  of 
view  of  an  educational  advantage  for  the  city  boy,  then  the  movement 
may  be  sound.  But  the  public  should  not  expect  too  much  from  the 
city  boy  as  a  farm  asset.  Some  suggest  women  as  a  source  of  farm 
labor;  others  suggest  the  admission  of  Chinese  to  fill  the  gap.  Women 
always  have  done  some  farm  work,  and  a  good  deal  may  be  expected 
from  them,  especially  from  those  who  have  had  experience  as  girls  on 
the  farm.  Chinese  are  not  accustomed  to  our  methods  and  if  obtain- 
able would  not  be  desirable.  This  is  no  time  for  new  and  untried 
theories.  By  the  proposed  organization  described  by  Messrs.  Wilcox 
and  Seager,  a  better  distribution  of  farm  labor  should  be  obtained; 
and,  should  this  not  fill  the  need,  the  manufacture  of  some  unessen- 
tials,  or  the  employment  of  able-bodied  men  for  certain  kinds  of  woi4l, 
should  cease. 

Rex  £.  Willard. — ^At  a  special  session  of  the  Maryland  Legisla- 
ture.in  June,  1917,  a  Compulsory  Work  Law  was  enacted  and  this  law 
went  into  effect  on  August  20,  1917.  The  law  provides  for  the  regis- 
tration of  all  male  persons  between  the  ages  of  eighteen  and  fifty  who 
are  not  regularly  and  continuously  employed.  There  are  certain  ex- 
ceptions provided  for,  such  as  those  not  able-bodied,  those  engaged  in 
seasonal  occupations,  those  who  are  temporarily  out  of  employment  on 
account  of  differences  with  their  employers,  students,  and  those  fitting 
themselves  for  engaging  in  trade  or  industrial  pursuits,  and  certain 
others.  Section  2  of  the  act  provides  specifically,  "That  all  persons 
able  to  support  themselves  by  reason  of  ownership  of  property  or 
income,  and  those  supported  by  others,  shall  be  included  among  those 
required  to  register  under  this  Act" 

Any  person  who  may  be  amenable  to  the  law  and  who  fails  to  regis- 
ter voluntarily  may  be  arrested  and  if  he  cannot  show  that  he  comei 
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under  one  of  the  statutory  exemptions^  he  may  be  fined  not  more  than 
$50  (and  costs)  and  be  compelled  to  register.  The  law  is  continuous 
in  operation  in  that  an  individual  may  show  that  he  is  regularly  em- 
ployed at  one  time  but  later  is  out  of  employment;  he  is  then  required 
to  register;  he  then  is  assigned  or  reassigned  at  any  time  while  the 
law  is  in  effect. 

The  act  provides  that  after  registration  with  the  clerk  of  the  Cir- 
cuit Court  of  the  respective  counties^  or  with  the  clerk  of  the  Superior 
Court  of  Baltimore  City^  the  registrants  shall  be  assigned  to  any  one 
of  such  occupations  as  shall  be  designated  by  proclamation  of  the  gov- 
ernor for  a  period  of  not  to  exceed  six  months  in  any  one  assignment. 
Various  proclamations  by  the  governor  from  time  to  time  have  desig- 
nated the  following  occupations  to  which  registrants  may  be  assigned: 
work  on  state  or  county  roads  or  the  streets  of  Baltimore  City;  can- 
nery work;  farm  work;  work  in  hospitals^  box  factories,  shipyards; 
and  "work  in  the  state  of  Maryland  by  or  in  behalf  of  the  United 
States  or  by  and  in  behalf  of  the  state  of  Maryland  in  connection 
with  the  prosecution  of  the  present  war." 

It  is  further  provided  that  the  number  of  hours  per  day  and  the 
number  of  days  per  week  that  the  registrant  shall  work  shall  be  in 
accordance  with  the  usual  and  lawful  requirements  of  the  occupation 
to  which  he  is  assigned,  and  further,  that  the  amount  of  wages  paid 
the  registrant  taking  assigned  work  shall  be  the  usual  wage  for  this 
class  of  labor.  In  the  case  of  assignments  to  private  employers  the 
state  guarantees  the  payment  of  wages  earned;  in  case  the  private 
employer  does  not  make  payment  the  wages  are  paid  from  the  treasury 
of  the  state,  but  private  employers  are  required,  technically,  to  give 
bond  in  the  amount  of  the  total  possible  wages  that  any  assigned 
laborer  may  earn  and  upon  payment  of  the  wages  by  the  state  the  bond 
is  declared  **in  default"  and  shall  be  put  in  suit  by  the  state.  No  bond 
is  necessary  in  state,  county,  or  municipal  work. 

If  the  registrant  fails  to  take  the  work  to  which  he  is  assigned, 
he  is  subject  to  arrest  for  non-compliance  with  the  law  and  upon  con- 
viction may  be  fined  not  to  exceed  $500  or  imprisoned  not  to  exceed 
six  months  or  both. 

Section  6  of  the  act  provides  as  follows:  "That  this  Act  is  hereby 
declared  to  be  an  emergency  law  and  necessary  for  the  immediate 
preservation  of  the  public  safety,  and  being  passed  upon  a  yea  and 
nay  Vote  supported  by  three-fifths  of  all  the  members  elected  to  each 
of  the  two  houses  of  the  General  Assembly,  the  same  shall  take  effect 
from  the  date  of  its  passage." 
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By  the  following  ontline  of  the  operation  of  the  Compnlsorj  WcA 
Act>  as  condncted^  Mr.  George  A.  Mahone,  Director  of  the  Compnlsoij 
Work  Burean,  shows  something  of  the  effectiveness  and  success  of 
the  law: 

Outline  of  Operatioxs  and  Nusiber  of  Cases  Encounteseo  to 
novebcbee  1,  1917 
Registrations,  819  —  Voluntary,  695;  Involuntary  (Arrests),  124 

A.  Voluntary  appearances  and  exemptions,  20 

B.  To  be  assigned,  937 

C.  Assigned,  662 

I.  Took  work  assigned,  5 
II.  Not  yet  heard  from,  209 
III.  Summons  to  Police  Court,  248 

1.  Summons  dismissed 

a)  Have  work,  223 

b)  Exempt 

c)  Not  found 

2.  Appeared  Director's   office  a/c   sunmions — Exempted,   summons 
withdrawn 

3.  Warrants  of  arrests,  15 

a)  Dismissed 

(1)  Have  work 

(2)  Exempted 

(3)  Not  found 

b)  Pending,  4 

c)  Convicted,  11 

(1)  Fined,  7 

(a)  Fine  paid 

(b)  Appeal  (only  where  fine  is  more  than  $50) 

(c)  Jail  in  default  of  fine 

(2)  Sentenced,  4 

(a)  To  house  of  correction,  1 

(b)  To  jail,  2 

(c)  Appealed,  1 

Of  the  819  registrations  from  Angast  20  to  November  1,  510  were 
>  in  Baltimore  City  and  309  were  in  the  counties.  AU  of  the  1 24  arrests 
for  failure  to  register  were  in  rural  communities;  the  absence  of  ar- 
rests in  Baltimore  City  is  due  to  an  arrangement  with  the  police  where- 
by a  loafer  when  encountered  by  an  officer  was  given  the  option  of 
registering  at  once^  by  the  use  of  the  registration  cards  carried  by  the 
officer^  or  being  arrested.  Since  November  1,125  additional  re^strants 
have  been  recorded  in  the  city^  and  there  have  been  some  arrests  and 
convictions.  A  considerable  number  of  registrants  in  the  rural  dis- 
tricts have  not  yet  been  reported. 

It  should  be  noted  that  in  Maryland  where  the  penalty  under  con- 
viction does  not  include  a  jail  sentence  or  a  fine  in  excess  of  $50  no 
jury  trial  is  allowed  under  the  law  and  no  appeal  can  be  taken  from 
the  decision.  Therefore  there  is  no  way  to  escape  the  penalty  for  not 
registering  other  than  a  writ  of  habeas  corpus  or  a  writ  of  certiorari. 
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In  the  Compulsory  Work  Law  no  definition  is  attempted  as  to  regular 
employment:  this  matter  is  therefore  entirely  in  the  judgment  of  the 
magistrates  or  justices  who  hear  the  cases  of  those  arrested  for  fail- 
ure to  register. 

Before  assignment  of  laborers  is  made  the  director  of  the  bureau 
enters  into  arrangements  with  state  road  engineers  or  others  to  take  the 
assigned  laborers  on  to  the  pay  rolls.  Upon  being  assigned^  lists  of 
those  assigned  to  them  are  furnished  to  the  proposed  employers  and 
these  employers  are  requested  to  make  returns  to  the  director  as  to 
the  number  reporting  for  work  and  the  character  of  the  work  done  by 
those  who  report. 

It  will  be  noted  (see  the  foregoing  outline)  that  of  the  56Z  as- 
signed^ only  5  took  work.  Returns  had  not  been  made  concerning  209. 
The  remaining  248  were  still  at  large  and  under  the  law ;  these  were 
subject  to  arrest  for  not  taking  the  work  assigned.  However^  the  di- 
rector of  the  Compulsory  Work  Bureau  is  not  trying  to  make  business 
for  lawyers  or  to  make  a  record  of  a  large  number  of  convictions  under 
the  law ;  rather  he  is  endeavoring  to  fulfil  the  intent  of  the  law  to  reduce 
idleness  and  produce  the  greatest  possible  economic  benefit  to  the 
state  by  causing  all  able-bodied  male  persons  to  become  engaged  vol- 
untarily in  productive  occupations.  Consequently^  instead  of  issuing 
warrants  of  arrest  for  those  not  reporting  for  work  as  assigned^  a 
summons  is  issued  which  is  returnable  any  time  within  five  days  of 
the  date  of  issue.  Thus  it  is  possible  for  a  man  to  answer  the  sum- 
mons without  interfering  with  his  work  if  he  happens  to  have  secured 
employment  at  some  other  job  than  that  to  which  he  was  assigned. 
While  this  is  a  privilege  rather  than  a  rights  the  value  of  this  proced- 
ure is  apparent  at  once  when  it  is  seen  that  of  the  248  on  whom  sum- 
mons was  served  223  were  dismissed  because  they  established  the  bona 
fide  defense  that  they  "had  work."  This  is  a  satisfactory  defense  under 
the  law  when  the  magbtrate  is  satisfied  that  the  person  summoned  or 
under  arrest  has  regular  employment. 

On  the  other  hand^  if  warrants  of  arrest  had  been  sworn  out  at  once 
when  it  was  found  that  the  assigned  individuals  had  not  complied  with 
the  letter  of  the  law,  they  would  have  been  arrested  whenever  and 
wherever  found,  a  procedure  which  might  have  worked  to  defeat  the 
end  in  view,  since  the  average  employer  will  discharge  a  man  if  he  is 
arrested  while  in  his  employ. 

Of  the  248  on  whom  summons  was  served,  15  up  to  November  1  had 
not  complied  with  the  law  either  by  taking  work  assigned  or  finding 
other  work.     For  these,  therefore,  warrants  of  arrest  were  issued. 
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Their  cases  were  heard  and  disposed  of  as  indicated  in  the  foregcHng 
outline. 

The  fact  that  there  is  a  real  "kick"  or  penalty  in  the  law  is  the  force 
that  produces  the  moral  effect  A  fine  of  $50  or  jail  in  default  of 
payment  for  failure  to  register,  and  $500  fine  or  six  months'  impris- 
onment for  failure  to  comply  with  assignments,  are  real  penalties.  The 
advertising  of  convictions  and  penalties  adjudged  in  each  case  has 
been  a  big  factor,  apparently,  in  causing  idleness  to  cease.  The  fact 
that  there  have  been  comparatively  few  prosecutions  for  failure  to  take 
work  assigned  does  not  lessen  the  psychological  effect  on  the  classes  of 
individuals  affected. 

A  considerable  amount  of  systematic  recording  and  statistical  tabu- 
lation is  necessary  for  the  efficient  operation  of  the  law,  inasmuch  as 
every  individual  encountered  must  be  followed  up  and  the  facts  de- 
termined as  to  his  actions  in  the  various  steps  of  the  law's  operation. 
Consequently  a  filing  system  using  cards  pf  convenient  size  was  de- 
vised, so  that  it  is  possible  on  a  moment's  notice  to  determine  the  status 
of  any  individual  previously  considered. 

A  number  of  factors  are  of  importance  in  the  efficient  operation  of 
the  Compulsory  Work  Act.  It  is  essential  that  the  director  have  an 
intimate  knowledge  of  the  psychology  of  the  class  of  people  encoun- 
tered, and  also  it  is  quite  necessary  that  he  have  a  considerable  knowl- 
edge of  the  practice  of  law.  It  is  clear  also  that  systematic  operation 
must  be  maintained  on  account  of  the  vast  number  of  details  that  are 
encountered.  The  present  director  of  the  Maryland  Compulsory  Work 
Bureau,  Mr.  George  A.  Mahone,  is  particularly  fitted  for  these  duties 
inasmuch  as  he  has  been  for  years  the  efficient  director  of  the  Federal 
Employment  Service  at  Baltimore ;  furthermore  he  is  a  lawyer,  having 
been  admitted  to  practice  at  the  bar  in  the  state  of  Maryland. 

One  of  the  greatest  factors  in  the  success  of  the  law  is  the  quality 
and  intensity  of  public  sentiment  toward  the  act  in  the  various  ccMn- 
munities  of  the  state.  While  there  has  been  a  large  amount  of  publi- 
city concerning  the  act,  it  has  been  necessary  to  conduct  direct  educa- 
tion with  the  state's  attorneys  and  other  officers  who  are  required  under 
the  law  to  enforce  its  provisions.  The  law  is  very  plain  in  its  state- 
ment of  intent  and  operation,  and  because  of  this  some  have  been  in- 
clined to  believe  that  there  is  some  kind  of  a  "joker"  in  it;  but  up  to 
the  present  time  there  has  been  no  evidence  of  this  kind.  Therefore  the 
officials  and  the  public  are  gradually  becoming  aware  of  the  purposes 
and  intent  of  the  act  and  more  and  better  results  are  accomplished 
from  day  to  day.     The  best  results  are  obtained  where  there  is  the 
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greatest  amount  of  activity  on  the  part  of  the  officials  and  where  public 
sentiment  is  strongly  behind  the  law. 

Several  assistants  have  been  employed  to  carry  on  the  campaign  of 
education  and  to  check  up  on  the  police  officials^  as  well  as  to  act 
upon  complaints  of  unemployment  These  assistants  move  about  the 
state  at  irregular  intervals  so  that  the  greatest  good  may  be  derived 
from  their  unexpected  appearance. 

It  is  very  difficult  to  discover  an  accurate  measurement  of  the  re- 
sults of  the  operation  of  the  Compulsory  Work  Act  on  account  of  the 
fact  that  many  who  might  be  subject  to  registration  secure  employment 
before  being  caught  in  the  clutches  of  the  law.  However,  the  number 
of  those  who  have  secured  work  after  being  registered  and  assigned  is 
significant.  It  is  noted  that  of  the  248  on  whom  summons  was  served 
223  had  found  regular  employment  and  were  able  to  satisfy  the  court  of 
this  fact.  Some  special  cases  of  the  effect  of  the  law  may  be  of  in- 
terest. A  communication  was  sent  to  each  of  the  23  state's  attorneys 
asking  their  opinion  of  the  effect  and  value  of  the  law.  Replies  were 
received  from  20  of  them  and  the  following  quotation  from  the  state's 
attorney  of  Allegheny  County  practically  sums  up  the  statement  of 
all  of  them.  "I  can  assure  you  that  ever  since  this  law  has  gone  into 
effect  in  this  county  there  have  been  few  cases  of  idleness,  in  fact  all 
the  idlers  have  gone  to  work." 

In  EUicott  City,  Howard  County,  a  public  spirited  farmer  took  occa- 
sion to  lend  some  assistance  to  the  effectiveness  of  the  law  and  he 
caUed  upon  17  individuals  whom  he  knew  to  be  chronic  idlers.  He  in- 
formed each  of  these  that  if  he  did  not  go  to  work  he  would  have  him 
arrested.  Two  weeks  later  the  farmer  investigated  the  17  men  again 
to  find  out  the  results  of  his  threat,  and  found  only  one  of  the  loafers. 
This  man  was  arrested  and  compelled  to  register,  being  fined  for  fail- 
ing to  do  so  voluntarily.  The  other  16  were  further  investigated  by  the 
farmer  and  each  of  them  was  found  to  be  at  work  at  regular  employ- 
ment, eight  being  on  farms  and  the  others  at  various  occupations  about 
the  town. 

At  Towson,  a  suburb  of  Baltimore,  a  road  engineer  had  been  in  the 
habit  of  securing  from  15  to  20  negroes  from  time  to  time  for  a  period 
of  two  or  three  days  to  work  on  the  road.  He  had  always  been  able 
to  secure  them  for  this  short  time  but  no  longer.  Shortly  after  the 
Compulsory  Work  Law  went  into  effect,  the  engineer  went  the  rounds 
to  secure  the  above  labor  and  was  not  able  to  find  a  single  man  in  his 
usual  haunts.  Now  there  are  three  courses,  any  one  of  which  might 
have  been  adopted  by  the  idlers :  first,  they  might  have  stayed  at  home ; 
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second^  they  might  have  left  the  commuiiity;  and  thirds  they  mi^t 
have  gone  to  work.  The  first  is  hardly  likely  as  it  is  not  the  psychology 
of  the  loafer  to  remain  indoors  at  home;  he  will  invariably  seek  the 
haunts  of  his  kind.  Probably  a  number  adopted  the  second  course  and 
left  the  town,  in  which  case  they  would  be  caught  by  the  law  at  another 
point  in  the  state  if  within  its  borders.  Doubtless  a  considerable  num- 
ber adopted  the  third  course  and  went  to  work. 

The  Compulsory  Work  Act  has  doubtless  had  some  effect  on  the  de- 
crease of  crime  in  the  City  of  Baltimore.  During  July  last,  there  were 
5059  arrests ;  in  the  September  after  the  law  had  gone  into  effect  there 
were  4596  arrests,  and  in  October  there  were  only  8690  arrests.  In 
October  1916,  there  were  4293,  or  more  than  600  more  than  the  corre- 
sponding month  this  year.  Magistrate  Joseph  L.  Ranft,  of  Baltimore 
City,  makes  the  following  statement:  "The  Compulsory  Work  Law  is 
to  be  credited  with  the  betterment  of  conditions,  as  well  as  the  work 
of  George  A.  Mahone  in  charge  of  the  Bureau,  in  seeing  that  loafers 
and  criminals  are  now  kept  employed." 

Of  course  it  is  difficult  to  make  definite  predictions  as  to  the  ultimate 
success  of  the  law,  but  this  much  we  do  know,  that  since  the  statute 
went  into  effect  men  who  have  never  been  known  to  work  and  large 
numbers  of  habitual  loafers  have  disappeared  from  their  usual  haunts 
of  idleness. 

George  £.  Barnett. — ^All  of  those  who  have  read  papers  appear  to 
be  in  agreement  on  at  least  one  point — ^the  desirability  of  a  system  of 
employment  offices  as  one  of  the  means  of  meeting  the  extraordinary 
demands  for  labor  due  to  war  conditions.  The  immediate  problem, 
therefore,  is  how  to  bring  into  existence  a  national  system  which  will 
serve  that  purpose.  At  present,  there  are  more  or  less  efficient  state 
employment  offices  in  ten  or,  perhaps,  fifteen  states.  The  federal  gov- 
ernment maintains  offices  in  all  the  chief  industrial  centers.  Un- 
doubtedly these  are  all  of  service  in  the  present  emergency,  but  neither 
from  the  point  of  view  of  present  or  permanent  needs  is  the  situation 
satisfactory.  The  core  of  the  problem  is,  therefore,  how  the  existing 
agencies  can  be  welded  into  a  single  system.  The  bill  now  before 
Congress  described  by  Professor  Seager  proposes  one  solution.  Un- 
der the  scheme  there  outlined  the  federal  government  would  fumiah 
part  of  the  necessary  funds  for  the  state  systems  and  the  means  of  con- 
necting up  the  various  state  systems.  The  resulting  national  system 
would,  therefore,  be  a  combination  of  state  systems. 

Is  this  the  best  solution?     It  is  inevitable  that  the  federal  gaw^at^ 
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ment  must  take  a  hand  if  we  are  to  have  a  national  system  of  em- 
ployment offices.  But  is  the  function  of  mere  coordination  assigned  to 
the  federal  government  the  proper  limit  of  its  part  in  a  national  sys- 
tem? My  own  conviction  is  that  the  system  should  not  be  merely  co- 
ordinated by  the  federal  government^  but  that  the  entire  system  should 
be  centralized  and  entrusted  to  the  federal  government  I  shall  pre- 
sent briefly  the  advantages  which  a  centralized  federal  system^  in  my 
opinion,  would  have  over  the  dual  system  described  by  Professor 
Seager. 

1.  The  first  great  advantage  of  a  centralized  system  would  be  in  the 
enormous  saving  of  expense.  Under  the  dual  system,  a  whole  set  of 
officials  must  be  maintained  whose  only  duty  would  be  to  bring  about 
the  coordination  of  the  parts  of  the  system.  If  the  federal  government 
had  exclusive  control,  this  coordination  would  be  achieved  with  only 
a  fraction  of  the  effort,  since  the  local  officials  would  be  directly  under 
the  control  of  a  single  executive  head. 

S.  The  second  advantage  lies  in  the  superior  personnel  of  a  purely 
federal  service.  In  the  first  place,  the  service  would  be  more  attrac- 
tive and  a  better  class  of  officers  could  be  secured.  *  Secondly,  the  dan- 
ger of  purely  political  appointment  is  very  much  greater  in  the  state 
managed  systems  than  it  would  be  in  a  federal  system.  How  many 
of  the  existing  state  systems  are  operated  by  officials  appointed  and 
holding  under  civil  service  rules?  Professor  Seager  expresses  his 
anxiety  that  the  federal  appointments  may  be  made  spoils  for  the 
spoilsman.  Has  he  considered  how  that  two  million  dollars  will  be 
spent?  It  will  be  comparatively  easy  to  put  the  clearing  houses  under 
civil  service  rules,  but  if  the  offices  with  which  the  laborers  come  into 
actual  contact  are  manned  by  political  incompetents,  the  system  will 
be  rotten  at  the  bottom. 

5.  A  centralized  federal  system  would  be  run  on  uniform  rules  which 
would  represent  the  national  view  of  the  attitude  which  employment 
offices  should  take  in  the  struggle  between  capital  and  labor.  It  is  pos- 
sible, of  course,  for  the  federal  government  to  lay  down  certain  rules 
as  to  the  conduct  of  the  subsidized  state  employment  offices,  but  the 
spirit  in  which  those  rules  will  be  carried  out  cannot  be  guaranteed. 
The  various  states  differ  widely  in  the  character  of  public  opinion  on 
the  labor  question.  Can  any  one  doubt  that  these  differences  will  show 
themselves  in  the  manner  in  which  state  officials  conduct  employment 
offices? 

4.  How  long  will  it  be  before  we  have  employment  offices  in  proper 
number  over  the  country?     Will  the  states  respond  promptly  to  the 
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lure  of  half-and-half?  In  the  meantime^  those  states  which  do  not 
must  go  without. 

5.  There  is  no  question  that  the  workmen  in  most  if  not  all  of  the 
states  would  give  their  confidence  more  quickly  to  a  centralised  sj9- 
tem  on  account  of  the  greater  prestige  of  the  national  government. 

It  may  be  argued  that  we  are  not  now  considering  an  ideal  system^ 
but  a  makeshift  to  fit  the  present  emergency.  To  that  I  should  reply 
in  the  first  place  that  the  proposed  plan  conmiits  us  to  a  final  decision. 
It  will  be  many  years  and  only  after  painful  experiences  that  we  can 
turn  back  to  a  centralized  system.  Moreover^  the  same  immediate  re- 
sults can  be  achieved  by  authorising  the  establishment  of  a  federal 
employment  service.  It  is  not  necessary  at  once  to  replace  state  offi- 
ces where  they  are  efficient.  The  federal  government  may  proceed  as 
it  did  in  the  matter  of  quarantine  stations^  taking  over  graduaUy  sta- 
tion after  station.  If  it  is  necessary  to  subsidize  existing  employment 
systems^  it  should  be  distinctly  understood  that  the  subsidy  is  merely 
temporary.  Where  there  is  now  no  state  system,  the  new  employment 
offices  should  be  federal  offices.  The  ultimate  aim  should  be  a  cen- 
tralized national  system. 

George  A.  Billings. — ^A  most  hearty  cooperation  between  federal 
and  state  labor  and  agricultural  agencies  should  exist  in  order  to  ob- 
tain the  greatest  efficiency  in  mobilizing  farm  labor,  and  the  work 
should  be  organized  to  obtain  help  for  the  farmer's  needs  as  quickly 
as  possible,  without  shifting  labor  long  distances. 

In  order  to  accomplish  this  each  state  should  be  fully  organized  with 
the  county  as  the  unit,  a  county  labor  agent  put  in  charge,  and  local 
labor  agents  in  all  community  centers.  Fortunately,  the  agricultural 
extension  organization  of  each  state  may  be  assigned  this  task,  as  the 
county  agricultural  agents  who  are  working  personally  with  farmers, 
who  know  the  farmers'  needs,  and  who  are  known  by  the  farmers,  are 
especially  fitted  to  act  as  labor  agents.  Assistants  should  be  ap- 
pointed, if  needed,  in  various  sections  of  his  territory,  to  whom  the 
farmer  may  apply  for  help,  and  through  whom  labor  may  be  distributed 
more  satisfactorily. 

Each  county  agent  should  mobilize  all  available  help,  such  as  boys 
between  the  ages  of  14  and  21  years,  retired  farmers,  clerics,  business 
men,  factory  hands,  or  any  other  persons  who  could  be  used  even  for 
short  periods  in  case  of  emergency.  In  LaCrosse,  Wisconsin,  a  serious 
labor  situation  was  relieved  by  appointing  a  man  to  recruit  labor  from 
such  sources  as  above  mentioned,  and  detailing  a  transportation  agent 
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to  obtain  automobiles  to  take  these  persons  to  and  from  work.  In 
Madison^  Wisconsin^  members  of  the  Rotary  Club  and  other  business 
men  volunteered  their  services  for  one  day  to  relieve  a  serious  shortage 
of  labor^  letting  the  farmers  pay  whatever  wages  they  considered  their 
services  worthy  turning  over  to  the  Red  Cross  or  to  other  war  emer- 
gency needs  their  wages.  This  service  continued  for  six  weeks  or 
more,  and  was  very  satisfactory  and  much  appreciated  by  the  farmers. 

Each  county  must  realise  the  need  of  mobilizing  all  unemployed  or 
other  labor  available  for  short  periods,  before  calling  upon  an  employ- 
ment office  for  assistance.  The  reason  for  this  is  that,  as  a  rule,  the 
labor  recruited  in  country  villages  and  towns  is  superior  to  that  ob- 
tained from  the  city,  as  at  some  time  or  other  such  laborers  have  prob- 
ably had  some  farm  experience.  When  there  is  a  real  shortage,  the 
county  agent  should  forward  to  the  nearest  federal  or  state  employ- 
ment office  applications  for  help. 

The  Employment  Service  must  not  only  be  organised  and  equipped 
to  furnish  real  service  to  the  farmers,  but  be  put  on  such  a  basis  that 
the  local  farm  organizations  will  have  confidence  in  placing  orders  with 
it  In  order  to  give  efficient  service,  each  federal  or  state  employment 
office  should  have  a  man  devoting  his  whole  time  to  farm  labor  matters. 
He  should  be  a  man  trained  in  agriculture  and  familiar  with  farm 
operations  and  different  types  of  farm  employment,  and  above  all 
should  be  a  good  judge  of  men  so  as  to  fit  the  right  man  to  the  right 
job.  If  this  can  be  accomplished,  instead  of  being  50  per  cent  effi- 
cient, that  is,  only  50  persons  actuaUy^  hired  out  of  100  persons  re- 
ferred to  positions,  there  is  no  reason  why  an  employment  office  should 
not  be  at  least  75  per  cent  efficient. 

E.  St.  John  Wilbman. — I  desire  to  pay  a  warm  tribute  to  the  pre- 
ceding speaker  for  his  bold  support  of  a  federal  system,  unhampered 
by  dual  control  and  divided  authority;  for,  speaking  as  an  expert  who 
lias  served  two  years'  apprenticeship  in  studying  the  operations  of  the 
principal  government  labor  exchange  systems  in  several  countries,  I 
hold  the  conviction  that  only  along  those  lines  is  there  any  6hance  of 
permanent  successful  results. 

Professor  Seager  has  referred  to  contention  and  disagreements  in 
the  camp  of  the  reformers  themselves.  Four  months  ago,  after  an 
appeal  to  Mr.  Gompers  to  take  action  in  regard  to  securing  national 
organization  to  deal  with  labor  and  industrial  problems  to  meet  war 
conditions  and  after-war  demobilisation,  I  received  official  communi- 
cations from  him  intimating  that  the  importance  of  the  question  was 
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realized  and  a  decision  had  been  arrived  at  by  himself  and  the  Secre- 
tary of  Labor  to  call  a  special  national  conference  to  deal  with  the 
whole  problem.  Had  this  taken  place^  lack  of  agreement  and  con- 
flicting issues  would  have  been  averted. 

The  comments  I  shall  make  on  Professor  Seager's  statement  of  pro- 
posed legislation  are  based  upon  practical  actualities,  and  experience 
in  Canada  whic}i  offers  many  similar  situations  and  problems  to  those 
existing  in  the  states.  Since  starting  and  operating  with  entire  con- 
trol the  first  public  labor  bureau  in  Canada,  as  an  object  lesson,  giv- 
ing work  the  first  year  to  over  3000  men,  besides  placing  large  num- 
bers of  women  and  children,  and  carrying  out  successful  experiments 
in  dovetailing  of  seasonal  occupations,  I  have  carried  on  for  six  years 
a  coast  to  coast  campaign  for  securing  a  national  organization  to 
handle  labor  and  industrial  problems  and  create  and  administer  a  com- 
plete national  labor  bureau  system.  The  result  of  the  propaganda  I 
have  continuously  and  unremittingly  carried  on — ^and  you  will  not 
think  the  worse  of  me  when  I  state  that  I  have,  since  the  outset,  up  to 
the  present  time,  worked  single-handed,  without  committee  or  organisa- 
tion— is  shown  by  the  nation-wide  support  accorded  to  the  outline  of 
desired  legislation  embodied  in  the  public  memorial  I  took  all  through 
town  and  country  districts  from  Victoria,  B.  C,  to  Halifax,  N.  S., 
which  was  officially  subscribed  to  by  all  the  provincial  governments. 
Lord  Shaughnessy  and  the  C.  P.  R.,  Sir  J.  Havelle  and  the  Imperial 
Munitions  Board,  returned  soldiers,  municipalities,  boards  of  trade, 
labor,  social  service,  and  many  other  useful  organizations;  and  for 
which  the  federal  government  will  be  forced  to  take  legislative  action 
this  year,  in  the  shape  of  a  permanent,  nonpartisan  commission  with 
executive  and  mandatory  powers,  cooperating  with  federal,  provincial 
and  municipal  departments  and  associations  of  employers  and  work- 
people, skilled  and  unskilled. 

I  have  not  read  Professor  Seager's  written  pieces,  but  in  his  verbal 
statement,  made  this  afternoon,  I  notice  some  serious  flaws.  Being  a 
woman,  the  personal  equation  is  of  much  more  importance  than  it  is 
to  you  men.  He  made  no  mention  as  to  the  personnel  and  caliber  of 
the  staff  to  administer  a  nation-wide  system,  or  any  test  as  to  indi- 
vidual fitness  for  work  undertaken.  Though  women  are  to  play  an 
increasingly  essential  and  important  part  in  industry  and  war  mobili- 
zation, no  information  as  to  their  status  in  the  administration  nor  any 
plan  to  meet  their  needs  was  given.  Though  your  country  is  at  war^ 
planning  to  send  large  bodies  of  troops  to  the  firing  lines,  not  a  sylla* 
ble  has  been  uttered  as  to  imperative  preparation  for  replacement  in 
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employment  of  disabled^  discharged  soldiers  after  rehabilitatioii.  Pro- 
fessor Seager  declared  that  the  distribntion  and  placement  of  labor  has 
been  left  in  the  hands  of  employers.  That  is  incorrect.  It  has  been 
allowed  to  fall  into  the  hands  of  commercialized  agencies  and  crooks 
of  all  kinds>  of  the  lowest  type^  whose  one  aim  is  the  Almighty  Dollar, 
who  exploit  both  the  employer  and  worker  and  are  characterized  in 
their  methods  and  dealings  by  ingenious  nnscmpnlousness,  heartless 
cruelty,  and  ignorance  of  principles  of  efficiency  and  public  welfare. 
It  is  both  a  disgrace  and  menace  that  such  blots  on  civilization  and 
humanity  should  be  licensed  by  law.  There  are  other  important  points 
which  should  be  dealt  with,  but  the  chairman  is  taking  out  his  watch 
to  signify  my  time-limit  is  up,  so,  as  an  English  woman  who  has  spent 
four  months  in  your  country  watching  you  speed  up  your  preparations 
to  take  your  place  beside  your  Allies,  the  English  and  French,  on  the 
battle  fields  of  Europe,  in  the  name  of  our  common  cause,  I  urge  you 
to  come  out  to  fight  and  work  for  a  system,  national  in  the  truest  sense 
of  the  word,  based  upon  cooperation — ^not  an  exclusive  control  by  a 
few  interests.  And  I  appeal  to  you  not  to  rest  content  with  fifty-fifty 
piecemeal  efficiency,  but  to  strive  for  and  win  the  highest  measure  of 
national  efficiency,  prompt  executive  administration,  and  harmonious 
cooperation,  to  meet  the  tremendous  demands  and  strain  of  war  as 
well  as  its  aftermath. 

Don  D.  Lbscohier. — The  war  has  awakened  the  nation  to  a  reali- 
sation of  many  of  its  follies,  not  the  least  of  which  is  its  lack  of  policy 
with  respect  to  the  employment  of  labor.  We  have  at  last  begun  to 
see  that  our  labor  market  is  practically  unorganized;  that  such  or- 
ganization as  exists  is  so  decentralized  and  chaotic  that  it  has  little 
efficiency ;  that  we  have  no  systematic  way  of  measuring  either  the  de- 
mand or  supply  of  labor,  or  of  moving  the  supply  to  the  demand ;  and 
that  at  the  very  time  that  the  nation  is  vainly  calling  for  labor  to  ade- 
quately man  vital  industries,  thousands  of  idle  laborers  are  deaf  to  the 
call  to  service  or  are  unfit  for  use. 

It  is  high  time  that  something  awakened  our  country  to  its  suicidal 
employment  policies.  It  is  high  time  for  us  to  see  that  our  failure  to 
organize  the  labor  market  is  not  only  interfering  with  production,  is 
not  only  causing  the  workers  heavy  financial  losses  through  unemploy- 
ment, but  is  contributing  to  the  destruction  of  or  impairment  of  the 
efficiency  of  hundreds  of  thousands  of  laborers  year  by  year. 

The  situation  in  the  country,  at  the  outbreak  of  the  war,  may  be 
briefly  sketched.    The  federal  government  had  two  sets  of  employment 
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offices^  one  in  the  immigration  bureau  and  the  other  in  the  post  office, 
neither  of  which  was  centralized  within  itself^  neither  of  which  pro- 
vided proper  cooperation  between  its  own  local  branches,  and  neither 
of  which  cooperated  with  the  other  federal  agency,  or  with  state  or 
municipal  offices.  Various  states  and  municipalities  maintained  em- 
ployment offices,  but  it  was  rare  to  find  one  office  within  a  state  co- 
operating with  another,  or  one  state  cooperating  with  another.  Com- 
peting with  these  public  offices  were  and  are  a  host  of  private  agen- 
cies— some  operated  for  profit,  some  to  break  up  unions,  some  to  main- 
tain closed  shops,  some  for  philanthropic  motives — but  all  of  them 
crossing  wires  with  each  other  and  with  the  nation's  interests. 

What  is  the  result  of  this  multiplicity  of  agencies,  none  of  which 
organizes  or  systematically  handles  the  employment  problem  of  any 
area?  They  defeat  the  very  purpose  for  which  they  exist.  A  proper 
distribution  of  labor  requires  a  centralized  clearing  house  where  every 
demand  for  work  can  be  brought  into  touch  with  its  corresponding 
demand  for  help.  Every  demand  for  help  or  for  work  not  filled  im- 
mediately by  any  local  office  should  be  forwarded  to  a  central  clearing 
house  in  touch  with  every  employment  office  in  the  area.  When  the 
existing  agencies  are  not  thus  organized  into  a  centralized  system, 
every  increase  in  the  number  of  agencies  makes  the  situation  worse 
instead  of  better.  The  more  offices  there  are  the  greater  the  chance 
that  the  man  who  is  seeking  a  given  kind  of  work  will  not  file  his 
application  in  the  same  office  as  the  employer  seeking  that  kind  of 
man. 

The  second  point  I  want  to  make  is  that  our  present  methods  of 
hiring  cause  excessive  turnover  of  labor.  By  excessive  turnover,  I 
mean  the  employment  of  a  larger  number  of  men  than  should  be  nec- 
essary to  maintain  the  labor  force  at  a  constant  figure.  On  the  aver- 
age, out  of  100  men  20  leave  employment  during  the  year  by  death, 
sickness,  quitting  for  good  reasons,  or  because  of  seasonal  fluctuations 
in  production.  If  more  than  20  men  per  year  are  hired,  the  turnover 
exceeds  the  normal  figure.  Now  if  a  concern  hires  50  men  instead  of 
20  during  the  year,  in  order  to  maintain  the  labor  force  constant  at 
100,  we  have  excessive  labor  turnover.  For  instance,  the  Ford  Motor 
Company  hired  54,000  men  in  191S  to  maintain  a  labor  force  of  18,- 
000.  This  was  more  than  a  400  per  cent  turnover.  The  next  year, 
they  hired  only  3000  to  maintain  their  13,000.  This  was  a  23  per 
cent  turnover. 

My  point  is  that  our  chaotic  methods  of  labor  distribution  stimulate 
turnover  and  cause  employers  to  hire  a  far  larger  number  of  men  per 
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year  than  they  should  have  to  hire  to  maintain  a  constant  force.  The 
defects  of  our  employment  machinery  are  not  the  only  cause  of  ex- 
cessive turnover,  but  they  are  a  very  important  cause. 

The  private  employment  agency  is  interested  in  its  own  profits.  Its 
profits  depend  on  the  number  of  men  that  it  places.  The  larger  the 
employers'  turnover  of  labor  the  more  profitable  the  business  of  the 
agencies.  Private  employment  agencies  are  therefore  not  interested 
in  placing  men  who  will  stick  on  the  job.  They  are  interested  only  in 
so  much  per  head,  and  as  many  heads  as  possible.  They  neither  know 
nor  «are  about  the  detailed  problems  of  the  employer's  business.  They 
have  no  reason  for  seeking  to  adapt  their  service  to  his  best  interest. 
What  interests  them  is  that  he  wants  "so  many  men"  at  "so  much  per 
head."  They  send  a  considerable  percentage  of  men  who  they  know 
will  not  stick.  But  why  should  they  care?  If  those  quit  the  agency 
will  get  fresh  fees  from  the  ones  who  will  take  their  places. 

The  public  employment  office  gets  no  fees  from  the  laborers,  but 
under  present  conditions  it  necessarily  measures  its  own  efficiency  by 
the  number  of  placements.  Volume,  rather  than  quality,  is  apt  to  be 
its  test  of  its  own  service.  And,  from  one  point  of  view  it  cannot  be 
criticised  in  so  doing.  Every  placement  obtained  by  the  public  office 
is  taken  away  from  the  private  office  and  represents  returns  on  the 
taxpayer's  outlay 9  but  in  the  long  run  the  only  sound  justification  of 
a  public  office  will  be  found  in  the  quality  of  its  service.  Quality  con- 
sists in  a  careful  selection  of  applicants  to  fit  them  into  the  positions 
for  which  they  are  best  adapted.  A  soundly  organized  public  system 
would  boast  of  the  steadiness  with  which  men  remained  on  their  jobs 
and  the  small  turnover  of  labor,  rather  than  mere  mass  of  placements. 

The  excessive  turnover  of  labor  which  is  so  characteristic  of  all  in- 
dustries involves  heavy  losses.  I  pointed  out  a  moment  ago  that  the 
Ford  Company's  turnover  in  1918  was  51,000  greater  than  in  1914. 
Corporation  employment  managers  estimate  the  loss  to  the  employer 
for  excessive  turnover  at  $50  to  $200  per  employee.  At  the  minimum 
figure  the  company's  loss  in  1918  was  $27,500.  The  time  of  the  fore- 
men spent  in  instructing  new  employees,  the  decreased  production  due 
to  slowed-down  machinery,  increased  breakage  of  tools  and  materials, 
and  other  such  elements  of  loss,  run  into  money  rapidly. 

The  employee's  losses  are  equally  serious.  Unsteady  work  breeds 
unsteady  habits.  Frequent  change  of  jobs  results  in  a  smattering  of 
many  kinds  of  work  with  incapacity  to  do  any  kind  well.  The  child 
who  has  five  music  teachers  in  two  years  is  little  better  off  than  if  she 
had  none.    Likewise  the  workman  who  is  continually  passing  from  one 
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foreman  to  another^  from  one  industry  to  another,  from  one  locality 
to  another,  deteriorates  steadily,  is  a  misfit  in  most  jobs,  and  acqnires 
habits  of  unsteadiness  that  tend  to  eventually  make  him  unemployable^ 

A  third  result  of  the  chaotic  condition  of  our  employment  service  is 
excessive  migration  and  shipment  of  labor.  Many  persons  who  think 
of  labor  as  a  commodity  to  be  shipped  wherever  needed  have  no  reali- 
zation of  what  this  continuous  movement  of  labor  means  to  the  laborer. 
The  transient  laborer  not  only  has  no  permanent  job,  but  no  community 
ties,  no  home  ties,  often  no  friendship  ties.  No  one  is  interested  in 
him  but  the  boss  who  uses  him,  the  employment  agent  who  squeezes 
fees  out  of  him,  the  saloon  keeper,  the  lodging-house  keeper,  the  pawn- 
broker, second-hand-store  man,  the  prostitute,  and  the  municipal  police 
court,  who  prey  on  him.  Irregularity  of  emplo3rment  encourages  ir- 
regularity of  life,  lack  of  responsibility,  and  deteriorating  efficiency. 

Possibly  some  of  you  feel  that  I  am  charging  up  a  good  deal  to 
our  employment  system.  I  am  not  charging  the  whole  responsibility  to 
the  employment  system.  Unavoidable  fluctuations  of  production  and 
internal  defects  in  plant  management  are  equally  responsible.  But  I 
am  stating  that  until  we  have  an  employment  system  which  is  so  or- 
ganized that  all  calls  for  help  or  work  come  to  a  single  system  of 
offices,  and  the  offices  are  able  to  measure  the  efficiency  of  their  service 
by  its  quality  rather  than  its  quantity,  the  employers  will  lose  mil- 
lions of  dollars  annuaUy  through  excessive  turnover  and  excessive  mi- 
gration of  labor;  millions  of  laborers  will  continue  to  be  deteriorated 
by  unnecessary  irregularity  of  emplo3rment  and  excessive  moving  about 
from  place  to  place  and  industry  to  industry ;  and  the  nation  will  lose 
in  output,  the  quality  of  its  labor  force,  and  irresponsible  citizenship. 

One  of  the  reasons  why  our  agricultural  labor  situation  has  been 
getting  worse  and  worse  year  by  year  has  been  that  the  farmers  hare 
become  increasingly  dependent  on  migratory,  transient  laborers,  picked 
up  at  random  in  a  disorganized  labor  market.  A  minority  of  farmers 
have  been  able  to  get  steady,  responsible  hired  hands  who  remained 
with  them  through  the  year  or  season.  The  majority  hire  man  after 
man,  few  of  whom  remain  more  than  a  month  or  two.  The  farmer, 
thinking  he  is  thereby  keeping  down  his  expenses,  has  been  more  and 
more  prone  to  discharge  his  hired  hand  as  soon  as  the  rush  is  over. 
The  laborer,  accustomed  to  continual  change  of  employers,  is  ready  to 
quit  any  time  that  he  doesn't  like  the  shape  of  the  farmer's  nose,  die 
color  of  his  horses,  or  the  quality  of  his  wife's  pancakes.  The  em- 
ployment offices,  knowing  that  in  most  cases  neither  the  farmers  nor 
the  men  expected  to  make  a  permanent  contract,  have  increased  tba 
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evil  by  sending  any  kind  of  man  who  would  go  oat^  regardless  of  his 
fitness  or  his  character.  Only  a  system  of  employment  offices  which 
controls  the  farm  labor  market  of  a  whole  area^  and  which  seeks  to 
place  farm  hands  who  are  competent^  responsible^  and  willing  to  sticky 
can  mitigate  this  situation.  Such  a  system  can  educate  the  farmers 
to  the  desirability  of  holding  their  men  through  a  whole  season^  and 
to  the  methods  by  which  this  can  be  achieved.*  It  can  bring  about  a 
standardization  of  wages  throughout  the  area^  can  discover  and  deal 
individually  with  those  farmers  who  do  not  provide  proper  working 
conditions^  and  can  sift  the  available  farm  laborers.  In  other  words 
it  can  develop  constructive^  standardised  policies  to  decrease  turnover^ 
retard  migration,  and  equalize  conditions. 

I  am  strongly  of  the  opinion,  for  the  reasons  brought  out  by  the 
previous  speakers,  as  well  as  those  that  I  have  suggested,  that  the 
economists  of  the  country  should  seriously  emphasize  the  reorganiza- 
tion and  standardization  of  the  labor  market  as  one  of  the  most  cer- 
tain methods  of  decreasing  production  wastes  and  maintaining  an 
efficient  labor  force. 
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THE  SOCIAL  CONTROL  OF  THE  ACQUISITION 
OF  WEALTH 

By  Edwaed  Caey  Hayes 
The  University  of  lUinois 

A  generation  ago  the  upshot  and  conclusion  of  both  economics 
and  sociology  could  almost  be  summed  up  in  two  words:  laissex 
faire.  Economists  following  the  lead  of  Adam  Smith  and  sociolo- 
gists following  the  lead  of  Herbert  Spencer  taught  that  any  at- 
tempt at  social  control  of  the  acquisition  of  wealth  would  be  absurd 
meddling  and  muddling,  destined  to  make  things  worse  instead  of 
better.  The  social  scientist  believed  that  he  was  only  a  little  less 
helpless  to  control  the  phenomena  he  studied  than  the  astronomer, 
who  can  observe  and  explain  the  movements  of  the  stars  but  would 
make  himself  ridiculous  if  he  should  attempt  to  influence  their 
courses. 

The  socialists  threw  this  doctrine  of  laissez  faire  to  the  winds. 
Economists  and  sociologists  in  general  have  not  become  socialists, 
but  they  have  observed  that  in  most  sciences  increase  of  knowledge 
has  made  possible  new  forms  of  control.  Before  the  time  of  Ben- 
jamin Franklin  a  laissez-faire  policy  with  reference  to  lightning 
was  eminently  justified,  but  now  a  policy  of  control  with  respect 
to  electricity  at  high  voltages  is  at  many  points  successfully  car- 
ried out.  The  early  attempts  at  social  control  of  economic  pro- 
cesses were  like  playing  with  lightning.  We  are  sure  that  today 
we  should  not  make  the  same  blunders,  and  begin  to  have  the 
courage  to  think  that  here  as  elsewhere  in  mimdane  affairs  knowl- 
edge is  power.  We  believe  in  very  cautious  exercise  of  this  new 
power,  yet  we  begin  to  suspect  that,  with  our  present  insight  into 
economic  and  social  processes,  to  continue  to  preach  the  doctrine 
of  laissez  faire  is  little  better  than  poltroonery  and  cowardice  and 
shirking  the  duty  of  social  leadership. 

Unlike  mere  agitators,  nearly  all  economists  and  sociologists 
are  in  an  attitude  of  extreme  circimispection  in  regard  to  the  exer- 
cise of  new-foimd  powers  of  social  control.  We  are  not  willing 
to  countenance  any  absurd  and  premature  ventures.  But  neither 
are  we  willing  to  be  poltroons — ^as  the  men  of  Columbus's  day 
would  have  been  if  they  had  refused  to  put  to  sea  after  the  mari* 
ner*i  compass  had  been  invented. 

There  has  always  been  a  philosophy  to  justify  the  itatH9  gMv 
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and,  as  a  rule,  every  established  status  quo  was  good  until  it  was 
outgrown.  All  economists  and  sociologists  recognize,  for  instance, 
that  slavery  has  had  a  necessary  and  useful  place  in  social  history. 
And  it  was  defended  by  a  philosophy  that  was  proclaimed  by  Plato 
and  Aristotle.  Similarly,  the  centralized  rule  of  kings  was  essen- 
tial during  the  passage  of  society  out  of  the  bloody  turmoil  of  the 
Dark  Ages ;  and  that  institution  was  defended  by  the  doctrine  of 
"the  divine  right  of  kings,"  and  to  call  that  doctrine  in  question 
in  that  day  made  one  a  traitor  and  an  intellectual  outcast.  Later, 
revolutionary  democracy  played  its  essential  role,  and  Rousseau, 
Jefferson,  and  their  colleagues  gave  to  it  intellectual  acceptance 
in  France  and  in  America  by  substituting  for  "the  divine  right 
of  kings,"  "the  social  contract  theory."  All  these  philosophies 
were  false,  but  each  served  to  defend  the  social  policy  that  was 
expedient  in  its  day.  And  in  the  recent  past  exploitative  individ- 
ualism, by  organizing  the  agencies  of  production,  has  played  a 
constructive  role  in  social  evolution  as  slavery,  unlimited  mon- 
archy, and  revolutionary  democracy  did  in  their  time,  and  like 
them  it  illustrates  the  generalization  that  the  established  social 
policy  of  any  age  has  always  the  backing  of  an  appropriate  phi- 
losophy. The  philosophy  of  exploitative  individualism  is  the  doc- 
trine of  UUssez  faire. 

The  doctrine  of  laissez  faire  has  been  sustained  by  very  subtle 
but  specious  arguments,  such  as  the  dogmatic  optimism  of  the 
Physiocrats,  the  Malthusian  "iron  law,"  the  "wage  fund  theory," 
and  the  "residual  claimant  theory."  Economists  have  exposed 
the  speciousness  of  one  only  to  replace  it  with  another  equally 
fallacious,  and  have  always  been  willing  to  acknowledge  the  fallacy 
of  all  except  the  last,  which  was  waiting  its  turn  to  be  exposed. 
A  few  minutes  later  I  hope  to  show  that  the  "specific  productivity 
theory,"  just  now  in  vogue,  though  interesting  as  a  speculative 
doctrine,  is  as  futile  as  any  of  its  predecessors  as  a  defense  for  an 
unmitigated  policy  of  laissez  faire. 

Before  going  any  further  let  me  make  it  clear  that  the  social 
control  of  the  acquisition  of  wealth  which  we  are  considering  does 
not  aim  at  equality  of  possessions.  Equality  of  possessions  is 
neither  possible  nor  desirable.  Aristotle  was  right  in  saying  that 
justice  is  not  absolute  equality  but  an  equality  between  propor- 
tions. It  is  proportionate,  both  to  their  deserts  and  to  their  needs, 
for  some  men  to  have  more  and  others  to  have  less.  Moreover, 
no  form  of  social  control  ever  ought  to  be  or  can  be  the  sole  factor 
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in  determining  how  much  more  or  how  much  less  men  will  have. 
That  will  always  depend  largely  upon  the  personal  qualities  of 
the  different  individuals. 

Having  said  so  much  by  way  of  introduction,  I  will  spend  the 
remainder  of  the  time  allotted  me  upon  three  propositions : 

First,  while  rightly  and  inevitably  there  will  be  differences  be- 
tween the  possessions  of  different  men,  these  inequalities  may 
become  excessive  and  in  fact  they  have  become  excessive  to  the 
point  of  absurdity. 

Second,  without  the  exercise  of  social  control  over  the  acquisi- 
tion of  wealth,  such  excessive  inequalities  are  inevitable  and  not 
only  sure  to  continue  but  likely  to  grow  worse. 

Third,  the  time  has  come  when  we  are  justified  in  hoping  for 
a  considerable  measure  of  success  in  a  courageous  and  constructive 
program  for  the  social  control  of  the  acquisition  of  wealth. 

Our  first  proposition,  then,  is  that  the  inequalities  in  the  dis- 
tribution of  wealth  have  become  excessive  to  the  point  of  absurd- 
ity. I  shall  not  base  the  argument  for  this  proposition  upon  the 
condition  of  "the  submerged  tenth."  Many  who  have  given  pro- 
longed attention  to  the  facts  assert  that  the  condition  of  the  sub- 
merged tenth  affords  a  powerful  argument  in  support  of  our 
proposition,  but  just  how  powerful  that  argument  is  we  cannot 
estimate  here,  because  there  is  not  time  to  discuss  the  question  of 
how  far  the  poverty  of  the  submerged  tenth  is  due  to  their  physical, 
mental,  and  moral  defects,  or  how  far,  on  the  other  hand,  their 
physical,  mental,  and  moral  defects  are  due  to  poverty.  The  con- 
dition of  the  submerged  tenth,  therefore,  however  important  it 
might  be  in  a  more  prolonged  discussion,  may  be  passed  over  for 
the  present  occasion.  Neither  do  I  base  the  argument  on  the  con- 
dition of  the  most  skilled  or  best  organized  classes  of  laborers. 
There  are  three  other  classes  whose  condition  more  unmistakably, 
and  quite  strikingly  enough,  exhibits  the  fact  that  inequalities  in 
the  distribution  of  wealth  have  become  excessive  to  the  point  of 
absurdity. 

The  first  of  these  three  classes  is  the  great  mass  of  physically, 
mentally,  and  morally  normal  laborers  who  are  engaged  in  un- 
skilled or  semi-skilled  employments.  I  do  not  refer  to  those  who 
will  not  work  or  who  cannot  hold  a  job,  but  to  those  who  do  work 
when  they  can  get  a  job — to  the  normal  rank  and  file  of  ordinary 
privates  in  our  great  industrial  army. 

No  competent  student  of  the  subject  thinks  of  denying  that 
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millions  of  Americans,  who  are  neither  lazy  nor  feeble-minded  but 
industrious  and  normal,  fail,  even  when  they  have  regular  employ- 
ment, to  earn  enough  to  support  their  families  so  as  to  have  a 
reasonable  chance  of  attaining  the  physical,  moral,  and  cultural 
values  and  satisfactions  of  human  life;  and  that,  when  any  of  these 
millions  of  wage-earners  have  children  who  are  too  small  to  go  to 
work  in  the  factories  or  to  allow  their  mothers  to  do  so,  these 
children,  by  millions,  are  obliged  to  live  under  such  conditions 
that,  while  some  of  them  retain  their  decency  and  competence,  it 
is  a  foregone  conclusion  that  armies  of  them  will  sink  to  a  place 
among  the  physical  and  moral  derelicts  of  the  submerged  tenth. 

The  unbearableness  of  this  condition  of  things  in  a  democracy 
as  rich  as  ours  is  su£Sciently  obvious  upon  any  theory  of  the  qual- 
ity of  common  men.  I  merely  remark  in  passing,  and  not  as  in 
any  way  essential  to  the  argument,  that  in  the  opinion  of  nearly 
all  anthropologists,  and  of  such  of  our  own  number  as  Professor 
Veblen  and  Professor  Thomas,  "native  gifts  of  intelligence,  sensi- 
bility, and  personal  force  will  occur  as  frequently  in  proportion  to 
their  aggregate  numbers  among  the  common  mass"  as  among  the 
children  of  the  economically  well-to-do.  And  I  also  recall  paren- 
thetically the  work  of  Professor  Ward  to  the  effect  that  more  than 
three-fourths  of  the  exalted  talent  bom  into  the  world  fails  to 
make  any  notable  contribution  to  civilization  because  of  lack  of 
opportunity  for  the  personal  development  of  its  possessors.  How- 
ever low  our  estimate  of  common  but  normal  humanity,  not  until 
the  last  reasonable  effort  has  been  made  to  alter  it  should  any 
of  us  accept  as  final  a  state  of  social  organization  or  disorganiza- 
tion which  is  responsible  every  year  for  the  otherwise  needless 
death  of  hundreds  of  thousands  of  the  usual  sort  of  men,  women, 
and  children  and  for  the  fact  that  millions  in  each  generation 
bring  into  the  world  the  common  normal  heritage  of  capacity  for 
life,  liberty,  and  the  pursuit  of  happiness  and  go  out  of  the  world 
without  ever  having  realized  any  due  modicum  of  the  happiness 
and  worth  which  they  might  have  attained.  At  present  in  America 
it  is  as  true  of  human  life  as  it  is  of  the  "word  of  the  Kingdom" 
that  some  falls  in  stony  places  and  some  by  the  wayside  where  the 
unclean  fowls  of  the  air  devour  it.  The  agricultural  scientists 
say  that  the  crop  of  the  most  fertile  state  in  the  com  belt  might 
be  doubled  by  better  cultivation.  It  is  at  least  as  well  within 
bounds  to  assert  that  the  harvest  of  joy  and  worth  in  human  life 
in  our  nation  as  a  whole  might  be  doubled  if  we  would  better  pre- 
pare the  economic  and  social  soil  in  which  life  grows. 
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The  second  class  that  unmistakably  exhibits  the  fact  that  in- 
equalities in  the  distribution  of  wealth  have  become  excessive  to 
the  point  of  absurdity  is  composed  of  the  very  rich.  It  is  true 
that  most  of  their  vast  wealth  is  invested  in  productive  industry. 
But  it  has  been  demonstrated  that  by  the  device  of  corporate 
organization  small  investments  owned  by  many  can  be  effectivdy 
administered  in  industry ;  and  concentrated  control  of  the  nation's 
capital  places  in  the  hands  of  a  single  class  power  over  the  com- 
mon welfare  which  imperils,  if  it  does  not  destroy,  democratic 
equality  of  opportunity.  Moreover,  the  great  amounts  of  invested 
capital  held  by  the  rich  yield  a  stream  of  income  by  which  they 
are  inundated  and  from  which  it  is  impossible  to  extract  the  full 
utility.  Consequently  our  whole  economic  and  social  systan  may 
be  compared  with  a  man  who  is  sick  with  excessive  blood  pressure 
in  the  head  to  the  point  of  apoplexy  and  at  the  same  time  with 
anemia  in  the  limbs  to  the  point  of  degeneracy  of  the  tissues. 

According  to  Professor  King's  recent  investigation^  65  per  cent 
of  our  people  are  poor,  that  is,  they  have  little  or  no  property 
except  their  clothes  and  some  cheap  furniture  and  their  average 
annual  income  is  less  than  $200  per  capita;  33  per  cent  of  our 
people  compose  the  middle  class  in  which  each  man  leaves  at  death 
from  one  to  forty  thousand  dollars'  worth  of  property;  the  re- 
maining S  per  cent  comprise  the  rich  and  the  very  rich,  and  these 
ft  per  cent  own  almost  one  and  a  half  times  as  much  as  the  other 
98  per  cent  together.  Dr.  Spahr*  calculated  that  the  richest 
1  per  cent  of  American  families,  by  virtue  of  their  ownership  of 
property,  were  in  a  position  to  receive  without  work  as  much  as 
the  poorest  60  per  cent  of  American  families  receive  by  work* 
This  calculation  was  made  by  Dr.  Spahr  in  1896,  and  Dr.  Ejng 
believes  that  the  concentration  of  wealth  and  income  has  now 
grown  distinctly  worse  than  that. 

The  absurdity  of  our  present  distribution  of  wealth,  or  rather 
of  our  failure  to  distribute  it,  and  the  need  for  some  form  of  con- 
trol of  the  acquisition  of  wealth  are  illustrated  by  the  rapidity 
with  which  property  is  collected  in  the  hands  of  the  managers  of 
industry.  We  are  popularly  supposed  to  have  one  billionaire. 
What  is  a  billion?  There  have  not  been  a  billion  minutes 
since  Christ  was  bom.     To  accumulate  a  billion  dollars  at  thti 

1 W.  I.  King,  The  WBaUh  and  Income  of  the  People  of  the  Umied  SMm, 
(New  York,  1915),  pp.  64  f.  and  chap.  x. 

a  C.  B.  Spahr,  The  Present  Distribution  of  Wealth  in  the  UnU§4 
(New  York,  1896),  p.  69. 
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rate  of  $10,000  a  year  would  require  a  thousand  centuries. 
If  economic  tendencies  were  working  out  their  nice  adjust- 
ment in  accordance  with  the  specific  productivity  theory,  which 
is  the  present  formulation  of  the  doctrine  of  laissez  faire, 
there  would  be  no  such  thing  as  pure  profits.  Yet  even  one 
of  our  moderately  successful  multimillionaires  who  acquires  a  for- 
tune equal  to  only  2  per  cent  of  that  which  Mr.  Rockefeller  is 
supposed  to  possess  has  a  sum  the  accumulation  of  which  at  the 
rate  of  $10,000  a  year  would  require  a  longer  time  than  has  elapsed 
since  the  birth  of  Christ.    So  much  for  the  poor  and  the  rich. 

The  third  class  of  our  people  whose  condition  illustrates  the 
absurdity  of  our  present  distribution  of  wealth  is  the  so-called 
middle  class. 

This  class,  as  I  have  already  stated,  may  be  thought  of  as  com- 
prising about  88  per  cent  of  our  population.  Men  of  this  class 
at  death  leave  property  worth  from  one  to  forty  thousand  dollars. 
This  middle  class  includes  many  of  the  skilled  and  organized  labor- 
ers, the  great  bulk  of  the  retail  business  men,  and  of  the  teachers, 
ministers,  newspaper  men,  artists,  musicians,  scientists,  lawyers, 
and  doctors,  that  is  to  say,  the  vast  majority  of  those  who  do  all 
the  higher  grades  of  work  except  manufacturing,  banking,  and 
other  kinds  of  big  business.  Our  present  social  organization  con- 
fers as  a  special  privilege  upon  those  who  engage  in  business  the 
opportunity  to  acquire  twice  or  ten  times  or  a  hundred  times  or 
a  thousand  times  as  much  as  men  of  equal  ability  in  other  walks 
of  life.  The  middle  class  contains  those  who  are  suflSciently  well- 
to-do  to  excite  the  emulation  of  ambitious  and  able  youth,  and 
not  so  rich  as  to  excite  instead  hopeless  envy;  rich  enough  to  be 
inclined  to  cautious  conservatism,  and  not  rich  enough  to  pervert 
the  organs  of  public  opinion  and  social  control;  rich  enough  to 
attain  security  and  culture,  and  not  rich  enough  to  be  plunged 
into  wasteful  extravagance  and  decadent  excesses.  One  who  has 
regard  for  the  general  social  welfare  will  look  upon  the  decline 
of  the  middle  class  as  one  of  the  worst  possible  forms  of  failure 
in  the  distribution  of  wealth.  Concerning  this  middle  class  I  will 
pause  to  say  only  this,  that  as  compared  with  the  very  rich,  and 
even  as  compared  with  the  moderately  rich,  the  position  of  the 
middle  class  is  growing  worse.  The  poor  are  in  a  far  more  pitiful 
plight,  but,  though  they  are  so  poor,  they  are  not  rapidly  growing 
poorer ;  on  the  other  hand,  in  the  present  concentration  of  wealth 
in  the  possession  of  2  per  cent  of  the  population,  it  is  the  middle 
class  who  are  suffering  the  greatest  decline  in  relative  position. 
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Our  first  proposition,  that  the  inequalities  in  the  distribution 
of  wealth  have  become  excessive  to  the  point  of  absurdity,  has  now 
been  defended.  It  has  been  defended  with  cautious  conservatism 
of  statement,  and  many  of  you  can  emphasize  and  substantiate 
the  proposition  by  additional  evidence  drawn  from  your  own 
knowledge. 

We  pass  now  to  the  second  proposition,  namely,  that  without 
the  exercise  of  social  control  of  the  distribution  of  wealth  ex- 
cessive inequalities  are  inevitable  and  not  only  sure  to  continue 
but  likely  to  grow  worse. 

The  distribution  of  wealth  according  to  unregulated  economic 
tendency  is  nothing  more  nor  less  than  distribution  according  to 
bargaining  power.  Bargaining  power  depends  upon  utility  with 
scarcity.  Utility,  however  great,  without  scarcity  confers  no  bar- 
gaining power.  Under  ordinary  conditions  the  atmosphere  we 
breathe,  though  its  utility  is  measureless,  has  less  bargaining  value 
than  a  bottle  of  smelling-salts,  and  the  light  and  heat  of  the  sun, 
upon  which  all  life  depends,  has  less  bargaining  value  than  a  tallow 
candle  or  a  match,  because  the  atmosphere  and  the  sunlight  are 
not  scarce.  Likewise  common  labor,  just  because  it  is  common, 
has  little  bargaining  power.  Only  some  form  of  artificial  scarcity 
can  give  to  air  or  sunlight  or  common  labor  a  bargaining  value 
proportionate  to  its  utility.  If  you  take  a  man  by  the  throat  and 
tell  him  that  you  will  not  stop  choking  him  till  he  gives  up  every 
dollar  he  owns,  you  create  an  artificial  scarcity  of  air,  and  air 
acquires  a  bargaining  power  proportionate  to  its  utility.  Simi- 
larly, if  there  should  be  a  general  strike  that  strangled  industry 
it  would  confer  on  labor  a  bargaining  power  proportionate  to  its 
utility.  But  under  unregulated  economic  tendency  few  things  are 
so  cheap  as  common  human  life,  except  the  air  we  breathe  and  the 
light  of  heaven. 

Labor  is  not  a  commodity  to  be  bought  and  sold.  It  is  a  man 
working.  It  is  the  basis  of  a  claim  to  one  man's  share  in  the  pro- 
ceeds of  industry.  Condillac  pointed  out  that  "the  wage  earner 
can  not  exercise  his  rightful  claim  to  his  own  work,  but  simply 
surrenders  the  claim  in  return  for  a  money  price.'** 

The  scarcity  without  which  there  is  no  bargaining  power  may 
be  due  either  to  limitation  of  the  supply  by  nature,  as  in  the  case 
of  diamonds,  gold,  and  comlands,  or  to  cost  of  production,  as  in 

3  Charles  Gide  and  Charles  Rlst,  History  of  EcononUc  Doctrines,  (Heath, 
Boston),  p.  49. 
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the  case  of  manufactured  commodities.  The  supply  of  human  life 
is  not  definitely  limited  either  by  nature  or  by  cost  of  production. 
In  the  case  of  any  commodity^  the  supply  of  which  is  dependent 
upon  human  volition,  there  is  a  normal  bargaining  price  which  is 
protected  by  the  cost  of  production.  For  labor  there  is  no  such 
thing  as  a  normal  price  protected  by  the  cost  of  production. 
When  the  price  of  a  manufactured  article  falls  below  the  cost  of 
production,  manufacturers  curtail  their  output,  or  store  it  in 
warehouses,  and  so  produce  a  scarcity  which  restores  prices  if  the 
commodity  has  utility  as  a  staple  article.  But  the  laborer  cannot 
store  his  labor  for  future  sale — ^if  not  used  today  it  is  gone  forever 
— and  the  only  way  he  could  curtail  the  output  would  be  to  commit 
suicide.  In  fact,  when  times  are  bad  and  wages  fall,  the  supply 
of  labor  offered,  that  is,  the  number  of  men  seeking  jobs,  instead 
of  being  diminished  is  actually  increased.  If  the  fall  of  wages  in 
any  country  or  any  industry  is  permanent,  the  standard  of  living 
is  undermined,  and  the  standard  of  living  is  the  only  hoped-for 
check  upon  the  birth  of  children.  Consequently  in  the  second  gen- 
eration the  supply  of  laborers,  badly  reared  in  abodes  of  misery 
and  seeking  the  lowest  and  worst  paid  forms  of  labor,  is  still 
further  increased.  Thus  under  the  uncontrolled  operation  of  eco- 
nomic tendency  the  mass  of  misery  at  the  bottom  of  the  ladder 
tends  to  grow.  Today  we  are  suffering  from  this  result  and  have 
more  of  the  undervitalized,  stimulant-craving,  untrained,  and  in- 
competent, and  a  smaller  proportion  of  capable  and  efficient  labor- 
ers than  we  should  have  if  custom  and  law  had  enabled  the  laborers 
of  preceding  generations  in  Europe  and  America  to  maintain  the 
proper  standard  of  living.  Economic  tendency,  uncontrolled  by 
custom  and  law,  cannot  be  expected  to  produce  any  decent  ap- 
proximation to  a  just  distribution  of  wealth,  because  it  is  nothing 
less  than  the  operation  of  bargaining  power,  which  depends 
upon  scarcity,  and  common  labor  is  common  and  not  scarce.  We 
have  assumed  that  unregulated  bargaining  power  is  a  form  of 
might  that  automatically  makes  right.  It  does  not  make  right, 
It  makes  wrongs. 

In  the  second  place,  unregulated  economic  tendency  can  be  de- 
pended upon  to  produce  an  unjust,  unreasonable,  and  intolerable 
distribution  of  wealth  because  uncontrolled  economic  tendency  pro- 
duces centralized  business  organization.  Within  limits  this  is  a 
good  thing  from  the  point  of  view  of  efficiency  in  production.  It 
is  the  survival  of  the  fittest.    The  interests  of  all  classes  in  society 
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are  one  in  calling  for  the  greatest  efficiency  in  production.  But 
the  interests  of  different  classes  clash  when  it  comes  to  dividing 
the  product.  In  the  division  of  material  goods  what  one  gets  an- 
other does  not  get.  A  high  degree  of  organization  wnder  unregu- 
lated economic  tendency  means  efficiency  in  production  and 
injustice  in  distribution.  A  high  degree  of  organization  implies 
concentration  of  control;  it  gives  to  a  few  men  who  are  on  the 
inside  of  the  management  power  to  exploit  the  laborers,  the  in- 
vestors, and  the  consumers. 

First,  the  laborers  are  exploited  because  the  management  seUs 
the  entire  output  of  industry  and  receives  the  entire  price,  and  the 
laborers  must  get  out  of  the  hands  of  the  management  such  a  frac- 
tion of  that  total  return  as  they  can  by  force  of  bargaining 
power. 

Second,  the  small  investors  are  exploited,  perhaps  less  than  the 
laborers  or  the  consumers.  They  are  more  silent  under  their  losses, 
partly  because  they  hope  themselves  to  profit  by  "business  meth- 
ods." The  fact  of  their  losses  is  illustrated  by  the  relative  decline 
in  economic  position  of  the  middle  class.  Misleading  prospectuses 
and  more  misleading  newspaper  reports,  watered  stock,  bonos^, 
manipulated  fluctuation  in  the  value  of  securities,  and  other  de- 
vices less  easy  to  indicate  in  a  phrase  enable  the  insiders  to  pile 
up  their  millions. 

Third,  the  consumers  are  exploited.  Except  in  war  time  it 
costs,  according  to  season,  anjrwhere  from  fty^  cents  to  3^  cents 
to  produce  a  can  of  sardines;  but  the  customary  retail  price  re- 
mains at  5  cents  a  can  year  in  and  year  out.  Except  in  time  of 
war  bread  is  6  cents  a  loaf  irrespective  of  the  price  of  wheat,  and 
beer  6  cents  a  glass  irrespective  of  the  price  of  barley.  Thus  a  large 
class  of  articles,  bought  for  daily  use  by  people  in  general,  may 
fluctuate  in  cost  of  production  even  as  much  as  50  per  cent  without 
effect  upon  the  retail  price.  Another  large  and  important  class 
of  articles  change  in  retail  price  by  jumps  of  25  cents,  60  cents, 
$1.00  and  $5.00.  Thus  an  increase  of  10  cents  or  even  4  cents 
in  the  cost  of  an  article  at  the  mill  has  been  followed  by  an  increase 
of  60  cents  to  the  consumer,  and  an  increase  of  87  cents  at  the 
mill  has  been  followed  by  an  increase  of  $1.00  to  the  consumer. 
It  is  true  that  in  some  instances  a  small  per  cent  of  decline  in  the 
cost  of  production  is  followed  by  a  reduction  of  S6  cents  or  50 
cents  or  some  other  "round"  sum  in  the  price  to  the  consomer. 
But  this  also  indicates  that  the  price  charged  before  the  redaction 
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was  excessive,  and  both  classes  of  facts  justify  the  statement  of 
Professor  Henry  C.  Emery,  based  upon  information  gathered  while 
a  member  of  the  United  States  Tariff  Board,  that  "the  relation 
of  the  price  which  the  producer  receives  for  his  commodity  to  the 
price  which  the  consumer  pays  for  it  seems  to  follow  no  rule  of 
logic/'*  On  October  8,  the  price  of  a  pound  loaf  of  bread  in  this 
country  varied  from  6  to  15  cents,  the  high  price  being  in  the 
great  food  market  of  the  Middle  West  and  the  low  price  in  the 
manufacturing  district  of  the  East.  Perhaps  no  other  equally 
expensive  article  is  so  often  purchased  for  American  homes  as  a 
piano.  I  am  credibly  informed  that  a  $300.00  piano  costs  $65.00 
at  the  factory.  That  wide  margin  between  cost  of  production 
and  consumer's  price  which  "seems  to  follow  no  rule  of  logic''  is 
a  field  of  operation  for  those  who  sit  in  the  seats  of  management. 
Who  shall  estimate  how  many  hundreds  of  millions  annually  this 
condition  invites  the  managers  to  transfer  from  the  pockets  of  the 
consuming  public  to  their  own  bank  accounts,  and  will  as  long 
as  there  is  no  social  control,  and  "business  is  business." 

We  have  briefly  pointed  out  two  reasons  why  unregulated  eco- 
nomic tendency  cannot  be  expected  to  result  in  a  tolerable  distri- 
bution of  wealth.  The  first  reason  is  that  distribution  according 
to  economic  tendency  is  distribution  according  to  sheer  bargaining 
power,  and  that  common  labor,  like  light  and  air,  has  not  bargain- 
ing power  in  proportion  to  its  utility,  nor  proportionate  to  any 
tolerable  basis  of  distribution,  that  labor  is  not  a  commodity  to  be 
bargained  for,  but  a  man  working,  and  the  basis  of  a  claim  in 
equity  to  a  share  in  the  product  of  industry.  The  second  reason 
is  that  economic  tendency  is  toward  organization  and  organization 
means  concentration  of  control  over  industry,  and  in  the  absence 
of  social  control  organization  confers  upon  those  who  sit  in  the 
centers  of  management  the  power  to  exploit,  not  only  the  laborers, 
but  also  the  investors  and  perhaps  most  of  all  the  consumers. 

We  must  pause  here  to  consider  "the  specific  productivity 
theory"  which,  as  was  remarked  in  our  introduction,  is  the  form 
of  defense  for  a  policy  of  laissez  faire  just  now  in  vogue.  That 
theory  asserts  that  if  we  had  unlimited  competition,  then  capital 
and  labor  each  would  automatically  receive  just  what  each  pro- 
duces. As  a  substitute  for  that  theory  let  me  ask  you  to  consider 
what  may  be  called  the  organic  theory  of  distributum,  based  on 
the  following  considerations: 

*  American  EcononUe  Review,  V,  536. 
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First,  in  an  organized  industry  it  is  the  organization  as  a  whole 
that  produces,  and  it  is  impossible  to  pick  out  a  definite  share  in 
the  product  that  should  be  ascribed  to  capital  or  to  labor,  just 
as  it  is  impossible  to  say  what  per  cent  of  my  utterance  is  at- 
tributable to  the  lungs  and  diaphragm  and  what  per  cent  to  the 
mouth  and  throat. 

Second,  when  we  thought  that  we  identified  the  share  produced 
by  one  factor  in  organized  industry,  what  we  really  did  was  to 
recognize  the  share  conditioned  by  that  factor,  which  is  a  Tery 
different  thing.  The  factors  in  an  organization  are  so  dependent 
on  each  other  that  the  impairment  of  one  factor  may  not  only 
subtract  from  the  product  of  the  organization  what  that  factor 
produced,  but  may  also  impair  the  productivity  of  the  remaining 
factor.  The  specific  productivity  theory  goes  wrong  at  the  start 
by  assuming  that  what  labor  would  produce  with  no-rent  land  and 
no-rent  machinery  is  the  specific  product  of  labor  when  nonnallj 
supplied  with  capital,  and  that  all  the  balance  of  what  is  produced 
in  normal  industry  is  due  to  capitaL  Neither  the  product  of  labor 
nor  of  capital  can  be  measured  in  that  way.  By  almost  wholly 
withdrawing  one  factor  in  organization  you  can  find  out  some- 
thing about  what  that  factor  conditions — that  is,  what  could  not 
be  produced  without  it — ^but  you  find  out  in  that  way  nothing 
definite  about  what  that  factor  produces  when  the  two  are  working 
together  normally.  The  amount  conditioned  by  one  factor  in  an 
organization  is  normally  greater  than  the  amount  produced  bj 
that  factor.  Thus  one  essential  nut  in  a  locomotive  conditions 
the  movement  of  an  express  train ;  but  it  would  be  absurd  to  sav 
that  the  nut  produced  the  movement  of  the  train.  If  you  pay 
for  one  factor  according  to  what  it  conditions  there  will  not  be 
enough  left  to  pay  the  other  factor  according  to  what  it  produces. 
In  an  organization  the  factor  that  can  most  easily  be  withheld 
(in  industry,  capital)  is  in  a  position  to  hold  up  the  whole  process 
and  demand  approximately  all  that  it  conditions  and  to  rob  the 
factor  that  can  least  easily  be  withheld  (in  industry,  common 
labor).  To  pay  the  owner  of  capital  all  the  difi^erence  in  product 
that  his  capital  conditions  is  to  pay  him  part  of  what  labor  pro- 
duces. Thus  goes  by  the  board  the  whole  theory  of  rent  and  of 
current  interest — ^not  indeed  as  an  explanation  of  what  happens^ 
but  as  a  justification  for  what  happens. 

Interest  on  perishable  capital  goods  is  less  obviously  exploitative 
than  rent  on  land,  because  the  former  must  be  renewed  out  of 
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interest.  But  if,  as  leading  teachers  of  the  specific  productivity 
theory  hold,  capital  renewed  out  of  its  own  earnings  becomes 
eternal,  it  soon  outlives  those  who  are  entitled  to  wages  of  absti- 
nence, so  that  any  further  use  of  interest  for  purposes  of  con- 
sumption becomes  exploitative. 

According  to  the  specific  productivity  theory  free  competition 
eliminates  pure  profits.  This  contention  becomes  relatively  un- 
important if  rent  and  interest  can  be  exploitative.  However,  it  is 
worth  noting  that  the  elimination  of  profits  even  by  the  freest 
competition  is  very  doubtful.  Adequate  investigation  would  prob- 
ably show  that  those  instances  in  which  capital  is  not  "fluid,*'  in- 
stead of  being  negligible  exceptions,  really  are  the  rule. 

The  question  whether  free  competition  would  eliminate  pure 
profits  is  not  only  rendered  extremely  doubtful  by  the  fact  that 
under  the  freest  competition  capital  is  not  fluid,  and  rendered 
relatively  unimportant  by  the  fact  that  rent  and  interest  can  be 
exploitative,  but  is  at  present  merely  academic.  Pure  profits  have 
not  been  eliminated.  As  nearly  as  we  can  tell  from  the  census, 
profits,  in  times  of  peace,  amount  to  27.5  per  cent  of  the  total 
national  income,  or  58  per  cent  as  much  as  all  wages  and  salaries. 

We  do  not  have  and  probably  cannot  get  that  unlimited  com- 
petition without  which  the  specific  productivity  theory  has  no 
claim  to  validity.  Every  defense  of  laissez  faire  implies  free  com- 
petition, but  a  policy  of  laissez  faire  ultimately  destroys  free 
competition.  Even  if  social  control,  which  is  the  opposite  of 
laissez  faire^  did  its  utmost  to  preserve  unlimited  competition  it 
is  doubtful  whether  we  could  get  it.  How  will  you  make  men 
compete  when  they  find  it  more  profitable  to  have  an  understand- 
ing? If  we  did  get  unlimited  competition  we  should  do  so  at  enor- 
mous sacrifice  of  efficiency  in  organization.  Such  competition  and 
bad  business  habits  surviving  from  former  competition  as  we  now 
have  cost  us  hundreds  of  millions  annually,  and  at  this  moment  are 
causing  business  men  like  Mr.  Frank  Vanderlip  and  economists  like 
Professor  H.  C.  Adams  to  call  for  social  control  to  check  competi- 
tion in  order  to  avoid  the  wastes  that  diminish  our  efficiency  for 
war.  If  we  could  get  unlimited  competition  at  the  enormous  sacri- 
fice of  efficiency  which  it  would  involve,  probably  it  would  not  elimi- 
nate pure  profits;  even  if  it  did  eliminate  pure  profits  it  might 
depress  wholesale  prices  till  labor  could  not  be  paid  a  decent  wage ; 
at  the  same  time,  since  retail  buyers  are  relatively  inefficient  com- 
petitors, it  would  not  lower  retail  prices  so  as  correspondingly  to 
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enhance  the  purchasing  power  of  wages;  and  rent  and  interest 
could  still  be  exploitative. 

The  only  way  to  secure  justice  to  labor  is  to  get  away  from  the 
effects  of  unlimited  competition.  The  specific  productivity  theory 
is  right  in  pointing  out  that  under  free  competition  the  wage 
of  any  class  of  laborers  sinks  to  the  level  of  the  least  productively 
employed  labor  in  that  class,  or  that  can  enter  that  class. 

From  all  the  causes  above  set  forth  it  is  clear  that  there  is  no 
reasonable  meaning  in  the  theory  that  under  free  competition 
labor  would  receive  its  specific  product.  The  organic  theory  of 
distribution  is  that  the  specific  product  of  one  factor  in  organiza- 
tion is  not  automatically  distinguishable  from  the  product  of  the 
organization  as  a  whole ;  that  what  a  factor  in  organization  condi- 
tions is  an  absolutely  illogical  test  of  what  it  produces  or  of  what 
it  should  receive;  that  under  private  ownership  it  is  expedient  to 
pay  for  the  use  of  land  and  capital  enough  to  prevent  their  with- 
drawal from  productive  use ;  but  that  only  men — whether  laborers 
or  capitalists — ^have  rights,  and  that  distribution  of  products 
among  the  men  who  participate  in  production  presents  a  problem 
in  equity  that  can  be  logically  solved  only  by  principles  of  justice 
and  expediency  formulated  by  intellectual  leaders,  and  established 
in  custom  as  well  as  in  law. 

We  have  now  arrived  at  our  third  proposition,  namely,  that  the 
time  has  come  when  we  are  justified  in  hoping  for  a  considerable 
measure  of  success  in  a  courageous  and  constructive  program  for 
the  social  control  of  the  acquisition  of  wealth. 

The  power  of  law  and  custom  to  affect  the  distribution  of  wealth 
has  been  sufficiently  demonstrated  by  experience.  Even  an  insti- 
tution so  repugnant  to  the  principles  of  justice  and  the  instincts 
of  human  nature  as  the  law  of  primogeniture  can  be  made  to 
work,  provided  it  has  the  sanction  of  public  opinion.  And  it  has 
gone  far  in  promoting  and  perpetuating  the  concentration  of 
wealth  in  England. 

The  power  of  custom,  even  unaided  by  law,  to  standardize 
prices  is  illustrated  by  the  facts  I  have  cited  concerning  bread 
and  beer  and  a  large  class  of  important  articles  of  daily  con- 
sumption. 

Our  business  magnates  have  defended  the  ojieration  of  economic 
tendency  in  their  dealings  with  labor,  but  have  often  defied  and 
controlled  it  in  their  dealings  with  one  another,  with  investors, 
and  with  the  consumers.     Consequently  the  colossal  fortunes  and 
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absurd  concentration  of  wealth  in  our  new  country  do  not  more 
aptly  illustrate  the  natural  effects  of  unregulated  competition  than 
they  do  the  power  of  artificial  control  over  competition.  They  il- 
lustrate the  fact  that  the  ultimate  economic  tendency  is  the  disposi- 
tion of  economic  tendency  to  defeat  itself  by  enlisting  for  its  own 
abatement  the  agencies  of  control.  And  the  broadest  generaliza- 
tion upon  this  theme  that  is  justified  by  the  facts  of  experience  is 
this,  that  the  policy  of  laissez  faire,  or  unregulated  individualism, 
is  inherently  a  temporary  policy,  a  policy  that  is  sure  to  make 
itself  intolerable — intolerable,  first,  to  the  great  survivors  of  the 
competitive  struggle  who  temporarily  have  profited  by  it  but  who 
continue  to  prosper  only  by  controlling  it;  and  intolerable,  sec- 
ondly, to  the  masses  who  have  temporarily  been  exploited  by  it, 
and  who  slowly  but  surely  become  sufficiently  enlightened  and 
sufficiently  organized  to  unite  in  securing  their  freedom  from  its 
exploitation. 

Experiments  in  the  control  of  the  acquisition  of  wealth  in  the 
interest  of  society  at  large  have  not  yet  been  carried  as  far  as 
experiments  in  its  control  in  the  interest  of  the  ruling  economic 
class.  Yet  they  have  accomplished  enough  to  demonstrate  that 
there  is  nothing  illogical  or  visionary  in  talking  about  the  control 
of  the  acquisition  of  wealth  in  the  interest  of  social  policy.  It  is 
hardly  open  to  reasonable  doubt  that  society  could  socialize  the 
unearned  increment  or  even  the  rental  value  of  land — and  that 
without  serious  injustice  to  present  owners  and  without  impairing 
the  right  of  occupancy,  of  their  heirs.  Nor  is  it  open  to  serious 
doubt  that  society  could  extend  the  policy  of  public  ownership 
of  capital;  or  that  society  cotdd  further  limit  the  transmission  of 
wealth  by  inheritance;  or  that  society  could  greatly  extend  the 
sphere  of  operation  of  minimum  wage  boards ;  or  that  society  covld 
diminish*  the  opportunity  to  swell  private  fortunes  by  banking  and 
dealing  in  corporate  securities;  or  that  society  cotUd,  without 
necessarily  assuming  the  conduct  of  manufactures,  become  the 
only  jobber  and  retailer  and  so  eliminate  the  waste  of  competitive 
merchandising  and  secure  the  absolute  control  of  prices.  I  am 
surprised  that  no  one  seems  to  have  proposed  and  advocated  this 
simple  and  effective  method  of  securing  social  control  of  industry. 

It  would  be  out  of  the  question  in  the  moments  remaining  to 
attempt  the  advocacy  of  any  specific  methods  for  social  control 
of  the  acquisition  of  wealth. 

I  have  now  discussed,  as  far  as  time  allowed,  the  three  proposi- 
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tions :  First,  that  while  rightly  and  inevitably  there  will  be  differ- 
ences between  the  possessions  of  different  men,  these  inequalities 
may  become  excessive  and  in  fact  they  have  become  excessive  to 
the  point  of  absurdity.  Second,  without  the  exercise  of  social 
control  over  the  acquisition  of  wealth,  such  excessive  inequalities 
are  inevitable  and  not  only  sure  to  continue  but  likely  to  grow 
worse.  Third,  the  time  has  come  when  we  are  justified  in  hoping 
for  a  considerable  measure  of  success  in  a  courageous  and  con- 
structive program  for  the  social  control  of  the  acquisition  of 
wealth. 

Permit  me  to  add  a  few  observations  by  way  of  conclusion. 

First,  the  production  of  wealth  without  reasonable  distribution 
of  it  does  not  constitute  economic  success  for  the  nation.  How- 
ever much  we  may  extend  our  railway  mileage,  increase  our  bal- 
ance of  trade,  and  swell  our  bank  clearances,  still  our  economic 
system  is  mostly  a  failure  if  2  per  cent  of  the  people  are  inundated 
with  income  while  for  lack  of  a  reasonable  distribution  of  wealth 
hundreds  of  thousands  annually  die  needless  deaths  and  millions 
more  live  stunted,  perverted,  and  blighted  in  body  and  in  mind, 
and  the  middle  class  declines.  The  problem  of  production  we  have 
measurably  solved.    The  problem  of  distribution  now  confronts  us. 

Second,  this  problem  can  never  be  solved  as  a  mere  problem  in 
exchange — ^in  unregulated  bargaining;  neither  can  it  he  solved  by 
the  mere  passage  of  laws.  Its  solution  depends  also  upon  public 
opinion,  which  may  be  misguided  and  supine ;  upon  custom,  which 
may  be  an  outgrown  survival  unadapted  to  the  exigency  of  the 
present ;  and  upon  morality,  which  may  be  only  embryonic  at  this 
point.  History  shows  repeated  and  impressive  instances  in  whicb 
what  had  been  wholly  impracticable  became  practicable  wh^i,  and 
only  when,  the  requisite  change  was  made  in  the  state  of  mind  of 
the  public. 

Third,  to  permit  the  heaping  up  of  swollen  fortunes,  not  onlj 
inflicts  upon  the  nation  an  economic  injury,  but  also  perverts  the 
standards  of  ambition  and  misdirects  the  national  energies.  The 
ambitious  strive  for  success  as  success  is  defined  by  the  society  to 
which  they  belong.  American  society  can  have  that  type  of 
achievement  which  it  most  highly  rewards  and  appreciates  in  anj 
amount  and  degree  up  to  the  very  limits  of  human  possibility* 
We  can  have  science,  art,  literature,  incorruptible  administration 
over  the  afi^airs  of  our  cities,  and  social  organization  which  makes 
the  joys  and  worth  of  human  life  accessible  to  every  normal  citiien» 
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provided  such  achievements  command  our  highest  rewards  and  our 
most  pronounced  approvals.  There  may  have  been  a  time  when 
the  organization  of  production  was  our  prime  need.  It  is  so  no 
longer;  and  if  we  continue  to  offer  to  business  success  such  dis- 
proportionate rewards,  that  will  be  a  potent  factor  for  the  abor- 
tion of  our  national  development. 

It  even  perverts  our  conception  of  success  in  business  itself. 
We  assume  without  question  that  business  success  is  measured  by 
acquisition,  not  by  production.  Yet  this  attitude  of  ours  is  an 
absurdity.  We  measure  the  success  of  a  captain  of  industry,  not 
by  the  welfare  of  the  detachment  in  the  army  of  industry  which 
he  commands,  not  by  the  production  of  utilities  which  his  detach- 
ment in  the  army  of  industry  pours  into  the  current  of  the  nation's 
economic  life,  but  we  measure  it  by  the  amount  that  he  can  ap- 
propriate to  himself  out  of  the  utilities  created  by  the  nation's 
industry.  Usually  he  contributes  something  in  return  for  all  he 
takes,  sometimes  he  contributes  much,  and  sometimes,  as  in  the 
case  of  the  mere  speculator,  it  is  impossible  to  prove  that  he  con- 
tributes anything.  In  any  case  it  is  not  what  he  produces  but 
what  he  takes  that  is  the  popular  measure  of  his  success.  That 
this  absurd  standard  for  the  judgment  of  success  seems  to  us 
normal  and  inevitable  is  an  exhibition  of  the  degree  to  which 
the  present  disorganization  of  distribution  has  perverted  our  own 
minds. 

Fourth,  money  is  power.  Sovereignty  is  nothing  more  nor  less 
than  the  predominant  power.  All  government  is  an  exercise  of 
power.  When  predominant  power  is  exercised  by  one  class  we 
have  autocracy  or  oligarchy ;  when  it  is  exercised  by  the  responsible 
agents  of  the  people  according  to  forms  devised  by  the  responsible 
agents  of  the  people,  we  have  democracy.  Power  is  of  three  kinds : 
first,  physical  force  represented  by  the  policeman's  billy  and  the 
soldier's  bayonet;  second,  money  is  power;  third,  knowledge  is 
power. 

Ancient  despotisms  rested  mainly  upon  physical  force,  upon 
militarism.  The  first  development  of  democracy  was  to  remove 
from  any  one  class  of  society  the  exercise  of  predominant  physical 
force.  This  first  step  is  a  great  accomplishment.  The  forms  of 
freedom  which  we  now  checish  provide  fairly  well  for  liberty  from 
arbitrary  physical  compulsion.  The  second  form  of  power,  the 
power  of  money,  is  exercised  by  governments  chiefly  through  the 
funds  raised  by  taxation  and  by  the  imposition  of  fines.    It  is  a 


Digitized  by  VjOOQIC 


210  American  Economic  Association 

maxim  of  political  science  that  where  the  taxing  power  resides 
there  resides  the  sovereignty.  A  few  dozen  Americans  exercise 
a  taxing  power  which  emperors  might  envy,  and  millions  of  other 
Americans  live  under  the  control  of  economic  pressure  in  c<Hnpari- 
son  with  which  the  pressure  exercised  by  the  laws  that  are  enforce- 
able by  fines  is  slight.  Because  of  this  economic  pressure,  oar 
carefully  protected  freedom  from  physical  compulsion,  our  free- 
dom de  jure,  is  often  accompanied  by  unfreedom  de  facto.  A  dis- 
tinguished member  of  the  American  Economic  Association  has 
written:  "Whoever  controls  the  property  of  a  nation  becomes 
thereby  the  virtual  ruler  thereof."  And  nearly  three-fifths  of  the 
property  of  the  United  States  is  declared  to  be  in  the  possession 
of  S  per  cent  of  its  people.  I  am  not  responsible  for  these  facts 
and  only  state  them.  We  are  all  responsible  if  we  do  not  face 
them. 

The  third  form  of  power  is  the  power  of  ideas.  Only  provide 
the  organization  for  forming  and  expressing  the  common  will  and 
the  dictum  of  Comte  becomes  practically  true:  "Ideas  rule  the 
world.'*  The  theory  of  democracy  is  that  when  discussion  is  free 
those  ideas  which  accord  with  the  facts  in  the  long  nm  will  win 
public  assent,  so  that  public  action  will  be  an  adaptation  to  the 
requirements  of  the  actual  situation.  The  schools  and  the  press 
are  the  chief  agencies  by  which  the  facts  are  discovered  and  given 
to  the  public ;  therefore  the  schools  and  the  press  are  the  citadds 
of  democracy.  To  have  the  schools  and  the  press  controlled  in 
the  interest  of  a  class  would  be  little  if  anything  short  of  abandon- 
ing the  hope  of  fulfilling  the  purposes  of  democracy.  To  have  the 
great  dailies  owned  by  those  who  have  been  brought  up  under  the 
influence  of  the  opinion-complex  of  one  class  is  almost  equivalent 
to  giving  to  that  class  the  autocracy  of  the  nation.  The  sincerity 
with  which  that  opinion-complex  is  held  only  increases  the  intoler- 
ance with  which  that  power  is  exercised.  Ruling  classes  are 
usually  well  convinced  of  their  right  to  rule.  Mere  assertion  and 
assumption  reiterated  in  the  public  ear  have  power  to  form  the 
public  mind,  still  more  if  backed  by  biased  discussion  and  a  biased 
presentation  of  facts. 

It  betokens  an  unnatural  and  artificial  situation,  resulting  from 
class  control  of  the  organs  of  opinion,  that  in  this  democracy  we 
have  no  great  liberal  party.  The  conservatives  appear  to  have 
captured  the  "machines"  of  both  of  the  great  political  organixa* 
tions.    If  one  of  them  and  its  organs  of  publicity  should  become 
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cautiously  but  courageously  and  constructively  liberal,  it  would 
come  into  scarcely  disputed  power.  The  public  of  a  democracy 
naturally  divides  into  three  groups.  First  is  the  conservative 
group,  largely  composed  of  elegant,  cultivated,  and  kindly  people 
who  assent  to  only  such  minimum  concessions  in  the  direction  of 
increased  democracy  as  are  forced  from  them,  as  the  condition 
of  keeping  in  the  main  the  status  qtio.  At  the  other  extreme  are 
the  malcontents  and  the  radicals,  who  also  may  think  themselves 
just  but  who  care  for  little  save  the  interest  of  their  own  group, 
and  are  willing  to  resort  to  vagaries  or  even  to  violence.  Between 
them  is  a  truly  liberal  group  not,  on  the  one  hand,  grudgingly 
yielding  concessions  nor,  on  the  other  hand,  tolerating  violence  or 
incautious  experiments,  but  courageously  and  constructively  seek- 
iiig  for  justice  and  the  gradual  realization  of  the  nearest  feasible 
approach  to  the  fulfilment  of  the  ideals  of  democracy.  To  this 
third  group,  swayed  by  no  partisan  consideration  but  governed 
solely  by  knowledge  of  the  facts  and  regard  for  the  public  good, 
the  members  of  our  two  associations  should  naturally  belong. 
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By  Cableton  H.  Pabkeb 
The  University  of  Washington 

The  first  quarter  of  this  century  is  breaking  up  in  a  riot  of 
economic  irrationalism.  The  carefully  selected  efficiency  axioms 
of  peaceful  life  are  tossed  on  the  scrap  heap,  and  all  society  seems 
to  be  seeking  objects  and  exjperiences  not  found  in  any  of  our 
economists'  careful  descriptions  of  the  modem  industrial  order. 
War  allies  refuse  to  unify  their  military  policy,  Russia  is  called 
on  to  exhibit  a  sedate  and  stable  economic  life  when  she  lacks 
wholesale  all  the  attributes  to  it.  And  we  Americans,  despite  the 
notorious  record  of  stringent  social  accounting  imposed  by  the 
standards  of  war  efficiency,  still  lean  with  fine  confidence  upon 
the  structure  of  genial  optimism  which  dominates  so  much  of  our 
national  psychology.  We  look  hopefully  to  see  patriotism  flow 
pure  and  strong  from  an  industrial  stratum  whose  occasional 
phenomena  are  Lawrence,  McKees  Rock,  Paterson,  Colorado  Fuel 
and  Iron,  the  Durst  hop  ranch  in  California,  Everett  in  Wash- 
ington, Butte  in  Montana,  Bisbee  in  Arizona.  Though  strikes 
have  increased  some  800  per  cent  over  peace  times,  though  the 
American  labor  world  is  boiling  and  sputtering  disturbances,  be- 
wildering in  their  variety  and  rapidity  of  appearance,  our  cure 
is  a  vague  caution  to  ^^wait  until  casualties  begin  to  come,''  an 
uneasy  contemplation  of  labor  conscription,  or  a  wave  of  sup- 
pression. 

Though  national  unity,  economic  and  military,  seems  the  ob- 
vious and  essential  aim  of  the  patriotic  citizen,  much  done  in  the 
name  of  unification  seems  to  be  curiously  efficient  in  producing  dis- 
unity. The  following  commonplace  incident  illustrates  this.  Note 
first  that  Seattle  is  in  a  state  of  extreme  industrial  unrest.  During 
a  single  short  period  this  summer,  that  city  had  a  two  weeks' 
strike  paralysis  of  its  street-car  system,  a  threatened  walk-out  of 
the  gas  workers,  was  the  strike  center  of  a  complete  tie-up  of  the 
lumber  industry  of  the  state,  experienced  a  building-trades  strike 
involving  the  entire  city,  had  a  walk-out  of  30,000  shipbuilders^ 
an  express  drivers'  strike,  a  candy  workers'  strike,  a  newsboys' 
strike,  and  enjoyed  the  beginning  of  an  organization  of  domestic 
servants.  This  city  so  described  becomes  the  environment  for  tile 
following  incident. 
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The  I.  W.  W.  is  strong  in  the  Pacific  Northwest,  and  though 
it  bitterly  fights  the  American  Federation  of  Labor,  some  of  the 
federation  trade  unions  found  in  the  rough-handed  trades,  such 
as  lumbering,  stevedoring,  and  even  shipbuilding,  have  drifted 
toward  syndicalism  and  many  of  their  members  even  carry  secretly 
the  red  cards  of  the  I.  W.  W.  The  federal  government  has  met 
the  anti-war  agitation  of  the  I.  W.  W.  with  fair  cleverness.  When 
arrests  have  been  made,  publicity  has  been  given  to  the  alleged 
treasonable  activity  of  the  leaders,  and  the  government  case  sus- 
tained before  the  public.  The  economic  activities  of  the  rank  and 
file  of  the  I.  W.  W.,  however,  have  not  been  interfered  with,  and 
their  meeting  halls  in  the  Northwest  continue  thronged  and  the 
center  of  their  strike  activity.  A  Mrs.  Sandburg,  a  Finnish 
woman,  widow,  with  two  children  of  three  and  six,  lives  on  a  small 
farm  near  Seattle.  Being  destitute  she  had  been  awarded  a 
mothers'  pension  by  King  County.  On  November  17  of  this  year 
this  pension  was  cut  ofi^  and  the  woman  recommended  for  deporta- 
tion because  federal  officers  asserted  that  ^^she  was  actively  work- 
ing in  the  interests  of  the  I.  W.  W.,  meetings  had  been  held  at  her 
home,  and  members  of  the  organization  had  visited  there  fre- 
quently." Nothing  could  be  more  ingeniously  done  to  focus  the 
interest  of  a  large  unrestful  labor  group  in  the  state  of  Washing- 
ton on  syndicalism  than  this  incident.  This  well-intentioned  and 
conventioally  patriotic  act  is  not  merely  inopportune,  it  is  un- 
happily creative.  The  great  emotional  outflow  stimulated  into 
existence  by  the  startling  announcement  of  our  national  danger 
is  being  transferred  from  its  desirable  nationalistic  object  and 
focused  on  such  activities,  distressing  both  socially  and  econom- 
ically. It  seems  an  accurate  example  of  the  Freudian  iibertragung, 
the  transference  of  emotional  expression.  Such  a  mutilation  of 
the  psychological  basis  of  Seattle's  patriotic  unity  does  not  run 
counter  to  the  current  standards  of  acceptable  economic  or  social 
development.  To  most  of  the  citizenship  national  unity  remains 
a  legal  concept. 

It  is  a  far  cry  from  such  a  pseudo-politico  economic  illustration 
to  a  consideration  of  the  delinquencies  of  modem  economics, 
but  there  is  a  vital  relation.  Our  conventional  economics  today 
analyzes  no  phase  of  industrialism  nor  the  wage  relationship, 
nor  citizenship  in  pecuniary  society,  in  a  manner  to  offer  a 
key  to  such  distressing  and  complex  problems  as  this.  Human 
nature  riots  today  through  our  economic  structure  with  ridi- 
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cule  and  destruction,  and  we  economists  look  on  helpless  and 
aghast.  The  menace  of  the  war  does  not  seem  potent  to  quiet 
revolt  or  still  class  cries.  The  anxiety  and  apprehension  of 
the  economist  should  not  be  produced  by  this  cracking  of  his 
economic  system,  but  by  the  poverty  of  the  criticism  of  indus- 
trialism which  his  science  offers.  Why  are  economists  mute  in 
the  presence  of  a  most  obvious  crisis  in  our  industrial  society? 
Why  have  our  criticisms  of  industrialism  no  sturdy  warnings  about 
this  unhappy  evolution?  Why  does  an  agitated  officialdom  search 
today  in  vain  among  our  writings  for  scientific  advice  touching 
labor  inefficiency  or  industrial  disloyalty,  for  prophecies  and  plans 
about  the  rise  in  our  industrialism  of  economic  classes  unhar- 
monious  and  hostile? 

The  fair  answer  seems  this.  We  economists  speculate  little  on 
human  motives.  We  are  not  curious  about  the  great  basis  of  fact 
which  dynamic  and  behavioristic  psychology  has  gathered  to  illus- 
trate the  instinct  stimulus  to  human  activity.  Most  of  us  are  not 
interested  to  think  of  what  a  psychologically  full  or  satisfying 
life  is.  We  are  not  curious  to  know  that  a  great  school  of  be- 
havior analysis  called  the  Freudian  has  been  built  around  the 
human  instincts.  Our  economic  literature  shows  that  we  are  but 
rarely  curious  to  know  whether  industrialism  is  suited  to  man's 
inherited  nature,  or  what  man  in  turn  will  do  to  our  rules  of  eco- 
nomic conduct  in  case  these  rules  are  repressive.  The  motives 
to  economic  activity  which  have  done  the  major  service  in  orthodox 
economic  texts  and  teachings  have  been  either  the  vague  middle- 
class  virtues  of  thrift,  justice,  and  solvency;  or  the  equally  vague 
moral  sentiments  of  "striving  for  the  welfare  of  others,'*  "desire 
for  the  larger  self,"  "desire  to  equip  oneself  well" ;  or  lastly,  that 
labor-saving  deduction  that  man  is  stimulated  in  all  things  eco- 
nomic by  his  desire  to  satisfy  his  wants  with  the  smallest  possible 
effort.  All  this  gentle  parody  in  motive  theorizing  continued  con- 
temporaneously with  the  output  of  the  rich  literature  of  social 
and  behavioristic  psychology  which  was  almost  entirely  addressed 
to  this  very  problem  of  human  motives  in  modem  economic  society. 
Noteworthy  exceptions  are  the  remarkable  series  of  Veblen  books, 
the  articles  and  criticisms  by  Mitchell,  Fisher,  and  Patten,  and 
the  significant  small  book  by  Taussig  entitled  Inventors  and  Money- 
Makers.  It  is  to  this  complementary  field  of  psychology  that 
the  economists  must  turn  for  a  vitalization  of  their  basic  hypoth- 
eses.    There  awaits  them  a  bewildering  array  of  studies  of  tlie 
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motives,  emotions,  and  folk  ways  of  our  pecuniary  civilization. 
Generalizations  and  experiment  statistics  abound  ready-made  for 
any  structure  of  economic  criticism.  The  human  motives  are 
isolated,  described,  compared.  Business  confidence,  the  release  of 
work  energy,  advertising  appeal,  market  vagaries,  the  basis  of 
value  computations,  decay  of  workmanship,  the  labor  unrest,  de- 
cline in  the  thrift  habit,  are  the  subjects  treated.  A  brief  list  of 
these  economic-psychologists  is  impressive:  Veblen,  Thomdike, 
Hollingworth,  Dewey,  James,  Watson,  Holt,  Sumner,  Thomas, 
Stanley  Hall,  Jastrow,  Patrick,  Hobhouse,  M'Dougall,  Hart, 
Shand,  Wallas,  Lippmann,  Freud,  Prince,  Southard,  Glueck, 
Brill,  Bailey,  Paton,  Cannon,  Crile,  and  so  on.  One  might  say, 
with  fairness,  that  each  one  of  these  has  contributed  criticism 
touching  the  springs  of  human  activity  of  which  no  economic 
theorist  can  afi^ord  to  plead  ignorance.  The  stabilizing  of  the 
science  of  psychology  and  the  vogue  among  economists  of  the 
scientific  method  will  not  allow  these  psychological  findings  to  be 
shouldered  out  by  the  careless  a  priori  deductions  touching  human 
nature  which  still  dominate  our  orthodox  texts.  The  confusion 
and  metaphysical  propensities  of  our  economic  theory,  our  neglect 
of  the  consequences  of  child  labor,  our  lax  interest  in  national 
vitality  and  health,  the  unusableness  of  our  theories  of  labor  un- 
rest and  of  labor  efficiency,  our  careless  reception  of  problems  of 
population,  eugenics,  sex,  and  birth  control;  our  ignorance  of 
the  relation  of  industry  to  crime,  industry  to  feeble-mindedness, 
industry  to  functional  insanity,  industry  to  education;  and  our 
astounding  indifference  to  the  field  of  economic  consumption — all 
this  delinquency  can  be  traced  back  to  our  refusal  to  see  that 
economics  was  social  economics,  and  that  a  full  knowledge  of  man, 
his  instincts,  his  power  of  habit  acquisition,  his  psychological  de- 
mands were  an  absolute  prerequisite  to  clear  and  purposeful  think- 
ing on  our  industrial  civilization.  M'Dougall,  the  Oxford  social 
psychologist,  said  in  direct  point:  "Political  economy  suffered 
hardly  less  from  the  crude  nature  of  the  psychological  assumption 
from  which  it  professed  to  deduce  the  explanations  of  its  facts, 
and  its  prescriptions  for  economic  legislation.  It  would  be  a  libel 
not  altogether  devoid  of  truth  to  say  that  the  classical  political 
economy  was  a  tissue  of  false  conclusions  drawn  from  false  psycho- 
logical assumptions." 

What  then  are  the  facts  of  human  nature  which  the  newer 
psychology  offers  as  the  beginning  of  economic  theorizing? 
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Man  is  bom  into  this  world  accompanied  by  a  rich  psychical 
disposition  which  furnishes  him  ready-made  all  his  motives  for  con- 
duct, all  his  desires,  economic  or  wasteful,  moral  or  depraved, 
crass  or  aesthetic.  He  can  show  a  demand  for  nothing  that  is 
not  prompted  by  this  galaxy  of  instincts.  He  is  a  mosaic  of  unit 
tendencies  to  react  faithfully  in  certain  ways  when  certain  stimuli 
are  present.  As  M'Dougall  has  graphically  put  it,  "Take  away 
these  instinctive  dispositions  with  their  powerful  impulses  and  the 
human  organism  would  become  incapable  of  activity  of  any  kind ; 
it  would  lie  inert  and  motionless  like  a  wonderful  clockwork  whose 
mainspring  had  been  removed  or  a  steam  engine  whose  fires  had 
been  drawn.  These  impulses  are  the  mental  forces  which  maintain 
and  shape  all  the  life  of  individuals  and  societies,  and  in  them  we 
are  confronted  with  the  central  mystery  of  life  and  mind  and  will." 

Thomdike,  the  Columbia  psychologist,  in  his  analysis  of  human 
motives,  has  written,  "The  behavior  of  man  in  the  family,  in  busi- 
ness, in  the  state,  in  religion,  and  in  every  other  affair  of  life,  is 
rooted  in  his  unlearned  original  equipment  of  instincts  and  capac- 
ities. All  schemes  of  improving  human  life  must  take  account 
of  man's  original  nature,  most  of  all  when  their  aim  is  to  counter- 
act it." 

Veblen  wrote  in  his  book.  The  Instinct  of  Workmanship^  "for 
mankind,  as  for  the  other  higher  animals,  the  life  of  the  species 
is  conditioned  by  the  complement  of  instinctive  proclivities,  and 
tropismatic  aptitudes  with  which  the  species  is  typically  endowed. 
Not  only  is  the  continued  life  of  the  race  dependent  upon  the  ade- 
quacy of  its  instinctive  proclivities  in  this  way,  but  the  routine 
and  details  of  its  life  are  also,  in  a  last  resort,  determined  by 
these  instincts.  These  are  the  prime  movers  in  human  behavior, 
as  in  the  behavior  of  all  those  animals  that  show  self-direction  or 
discretion.  The  human  activity,  in  so  far  as  it  can  be  spoken  of 
as  conduct,  can  never  exceed  the  scope  of  these  instinctive  disposi- 
tions by  initiative  of  which  man  takes  action.  Nothing  falls  within 
the  human  scheme  of  things  desirable  to  be  done  except  what 
answers  to  these  native  proclivities  of  man.  These  native  pro- 
clivities alone  make  anything  worth  while,  and  out  of  their  work- 
ing emerge  not  only  the  purpose  and  efficiency  of  life  but  its 
substantial  pleasures  and  pains  as  well." 

John  Dewey  wrote  in  his  Democracy  in  Education:  "The  in- 
stinct activities  may  be  called,  metaphorically,  spontaneous  in  the 
sense  that  the  organs  give  a  strong  bias  for  a  certain  sort  of 


Digitized  by  VjOOQ I 


Motives  in  Economic  Life  217 

operation — a  bias  so  strong  that  we  cannot  go  contrary  to  it, 
though  by  trying  to  go  contrary  we  may  pervert,  stunt,  and  cor- 
rupt them.*' 

Cannon,  the  Harvard  physiologist,  has  said :  ^^More  and  more 
it  is  appearing  that  in  men  of  all  races,  and  in  most  of  the  higher 
animals,  the  springs  of  action  are  to  be  found  in  the  influences 
of  certain  emotions  which  express  themselves  in  characteristic  in- 
stinctive acts.*' 

Instincts  to  their  modem  possessor  seem  unreasoning  and  un- 
rational,  and  often  embarrassing.  To  the  race,  however,  they  are 
an  efficient  and  tried  guide  to  conduct,  for  they  are  the  result  of 
endless  experiments  of  how  to  fight,  to  grow,  to  procreate,  under 
the  ruthless  valuing  mechanism  of  the  competition  for  survival. 
In  fact,  outside  of  some  relatively  unimportant  bodily  attributes, 
the  instincts  are  all  that  our  species  in  its  long  evolution  has  con- 
sidered worth  saving.  When  one  considers  the  unarmed  state  in 
which  the  soft-bodied  human  is  shoved  out  in  the  world  to  fight 
for  his  existence  against  creatures  with  thick  hides,  vise-like  jaws, 
and  claws,  it  becomes  clearly  evident  that  if  man  had  not  been 
equipped  with  an  instinctive  and  unlearned  code  of  efficient  com- 
petition behavior  his  struggle  on  this  earth  would  have  been  brief 
and  tragic.  And  also  in  contrast  with  his  own  remote  ape  an- 
cestors, one  could  in  retrospect  see  that  the  survival  of  the  human 
species  must  have  had  as  a  prerequisite  a  rich  and  varied  instinct 
equipment  which  removed  man  from  the  necessity  of  learning  a 
complete  scheme  of  behavior  via  the  dangerous  trial  and  error 
method.  The  species,  without  some  unlearned  and  protective  capac- 
ities, would  not  have  lasted  the  instruction.  Within  the  past  ten 
thousand  years  nothing  in  our  brilliant  experiment  with  the  en- 
vironment called  civilization  has  been  long  enough  adhered  to  to 
bring  about  a  psychical  adjustment  capable  of  physical  inher- 
itance, and  so  the  basic  motives  of  the  business  man  today  remain 
those  of  his  cave  ancestor.  The  contribution  of  civilization  has 
been  merely  an  accumulation  of  more  or  less  useful  traditions 
touching  habits  accidental  in  character  and  questionable  in  de- 
sirability. 

All  human  activity,  then,  is  untiringly  actuated  by  the  demand 
for  realization  of  the  instinct  wants.  If  an  artificially  limited 
field  of  human  endeavor  be  called  economic  life,  all  of  its  so-called 
motives  hark  directly  back  to  the  human  instincts  for  their  origin. 
There  are,  in  truth,  no  economic  motives  as  such.     The  motives 
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of  economic  life  are  the  same  as  those  of  the  life  of  art,  of  vanity 
and  ostentation,  of  war  and  crime,  of  sex.  Economic  life  is  merely 
the  life  in  which  instinct  gratification  is  alleged  to  take  on  a  ra- 
tional pecuniary  habit  form.  Man  is  not  less  a  father  with  a 
father's  parental  instinct-interest  just  because  he  passes  down  the 
street  from  his  home  to  his  office.  His  business  raid  into  his  rival's 
market  has  the  same  naive  charm  that  tickled  the  heart  of  his  re- 
mote ancestor  when  in  the  night  he  rushed  the  herds  of  a  near-by 
clan.  A  manufacturer  tries  to  tell  a  conventional  world  that  he 
resists  the  closed  shop  because  it  is  un-American,  loses  him  money, 
or  is  inefficient.  A  few  years  ago  he  was  more  honest  when  he  said 
he  would  run  his  business  as  he  wished  and  would  allow  no  man  to 
tell  him  what  to  do.  His  instinct  of  leadership,  reinforced  power- 
fully by  his  innate  instinctive  revulsion  to  the  confinement  of  the 
closed  shop,  gave  the  true  stimulus.  His  opposition  is  psycho- 
logical, not  ethicaL 

The  importance  to  me  of  the  description  of  the  innate  tendencies 
or  instincts  to  be  here  given  lies  in  their  relation  to  my  main  ex- 
planation of  economic  behavior,  which  is: 

1.  That  these  instinct  tendencies  are  persistent,  are  far  less 
warped  or  modified  by  the  environment  than  we  believe ;  that  they 
function  quite  as  they  have  for  a  hundred  thousand  years;  that 
they,  as  motives  in  their  various  normal  or  perverted  habit  form, 
can  at  times  dominate  singly  the  entire  behavior  and  act  as  if  they 
were  a  clear  character  dominant. 

2.  That  if  the  environment  through  any  of  the  conventional 
instruments  of  repression — such  as  extreme  religious  orthodoxy, 
economic  inferiority,  imprisonment — or  physical  disfigurement — 
such  as  short  stature  or  a  crippled  body — repress  the  full  psycho- 
logical expression  in  the  field  of  the  instinct  tendencies,  then  a 
psychic  revolt,  a  slipping  into  abnormal  mental  functioning,  takes 
place,  with  the  usual  result  that  society  accuses  this  revolutionist 
of  being  either  wilfully  inefficient,  alcoholic,  a  syndicalist,  super- 
sensitive, an  agnostic,  or  insane. 

Convention  has  judged  the  normal  man  in  economic  society  to 
be  that  individual  who  maintains  a  certain  business  placidity,  is 
solvent,  safe  and  not  irritating  to  the  delicate  structure  of  credit 
Trotter,  the  English  social  psychologist,  has  said  that  today's 
current  normality  has  nothing  to  do  with  either  stability  of  instt* 
tutions  or  human  progress.  Its  single  important  characteristie 
is  that  it  is  conventional.  He  urges  the  imjierative  need  of  a  new 
concept  of  economic  normality. 
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Perhaps  one  should  stop  to  most  seriously  emphasize  this  con- 
cept of  a  new  human  normality,  and  also  to  appreciate  the  handi- 
cap to  discussion  which  comes  when  every  analyzer  at  a  round 
table  has  a  very  different  brand  of  human  normality  in  mind. 
There  is  that  theoretical  100  per  cent  normality  which  is  gained 
for  the  individual  by  free  mobility  plus  a  full  and  fine  environ- 
mental equipment  of  persons  and  instruments,  and  which  results 
in  a  harmonious  and  full  expression  of  his  psychic  potentialities. 
Since  each  vigorous  life  lived  under  these  conditions  would  generate 
wisdom  in  direct  proportion  to  it,  I  think  that  an  evolutionary 
and  also  conventionally  desirable  progress  could  be  prophesied 
as  a  result.  This  progress  has  no  so-called  idealistic  goal  or 
direction.  It  has  merely  a  potentiality  for  more  wisdom,  and  that 
wisdom  might  lead  to  any  of  countless  possible  developments. 

A  second  normality  would  be  that  produced  by  that  freedom 
in  instinct  expression  and  that  environment  which  would  give  far 
more  unconventional  experimentation,  far  more  wisdom  than  we 
now  have,  but  not  the  amount  which  would  crack  social  life  by 
hurrying  the  change  of  traditions  too  much,  or  destroy  those 
civilization  institutions  which  could  be  modified  with  some  hope 
of  their  higher  usefuloess.  Conscious  that  man  will  change,  if  he 
is  to  change,  to  this  latter  compromise-normality  concept,  it  is 
such  a  normality  that  I  have  in  mind  when  I  use  the  term. 

If  normality  be  that  state  in  which  the  inherited  instinct-po- 
tentiality in  man  is  realized,  then  a  cataloguing  of  the  various 
instincts  would  be  an  invaluable  aid  in  constructive  social  analysis. 
Such  catalogues  exist  in  most  of  the  modem  psychologies  and 
social  psychologies  but  all  the  catalogues  differ  from  eadh  other 
in  kind  and  complexity.  James  and  Thomdike  give  man  a  multi- 
tude of  instincts.  Trotter  and  Sumner  limit  them  to  four.  Brill  to 
two,  hunger  and  sex.  A  more  important  disagreement  between 
instinct  theorists  is,  for  instance,  that  existing  between  M'Dougall 
and  Thomdike.  Thomdike  protests  against  sticking  into  man's 
permanent  psychic  equipment  any  sort  of  unit  characters,  for 
instance,  like  a  gregarious  urge  or  a  pugnacious  bent.  He  claims 
this  to  be  a  reversion  to  the  old  and  abandoned  scheme  of  ^^moral 
faculties.*'  Thomdike's  "instinct"  is  an  unlearned  and  original 
proclivity  to  react  in  a  certain  fixed,  simple  way,  particular  to  one 
simple  stimulus.  Under  his  scheme  man's  instinct-acts  would  run 
up  into  the  innumerable.  The  findings  of  fact  and  the  hints  of 
the  psychopathologists  seem  strongly  to  substantiate  Thomdike's 
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thesis.  However,  the  reflex  acts  used  by  Thorndike  in  his  illustra- 
tions of  instinct  behavior  group  themselves  more  or  less  naturally 
under  sort  of  "faculty"  titles ;  and  it  seems  that  if  too  great  deli- 
cacy of  application  be  not  demanded  a  tentative  and  useful  short 
category  of  instincts,  similar  to  M'Dougall's,  can  be  schemed. 
The  list  which  I  shall  suggest  is  an  attempted  harmonious  amal- 
gamation of  instinct  categories  which  seem  to  have  reasonably 
withstood  criticism.  It  is  an  efi^ort  to  describe  certain  consistent 
behavior  practices  in  man,  the  appreciation  of  which  might  give 
to  social  critics  added  capacity  in  behavior  prophecy. 

The  following  catalogue  of  instincts  includes  those  motives  to 
conduct  which,  under  observation,  are  found  to  be  unlearned,  are 
universal  in  the  species,  and  which  must  be  used  to  explain  the 
innumerable  similarities  in  behavior,  detached  in  space  and  time 
from  each  other. 

1.  Instinct  of  gregariousness. — This  innate  tendency  is  exem- 
plified in  two  ways.  Modem  economic  history  is  full  of  that  strange 
irrational  phenomenon,  "the  trek  to  the  city."  Even  in  thinly 
settled  Australia,  half  the  population  lives  in  a  few  great  cities 
on  the  coast.  In  South  America  and  on  the  Pacific  Coasts  this 
same  abnormal  agglomeration  of  folk  has  taken  place.  The  ex- 
traordinary piling-up  of  labor  masses  in  modem  London,  Berlin, 
New  York,  Chicago,  has  created  cities  too  large  for  economic 
efficiency,  for  recreation  or  sanitation,  and  yet,  despite  their  in- 
efficiencies and  the  food  and  fire  risk,  the  massing-up  continues. 
Factory  employment,  though  speeded  up  and  paid  low  wages, 
grows  popular  for  it  caters  to  gregariousness,  and  domestic  service 
is  shunned  for  it  is  a  lonely  job.  Huddle  and  congestion  seem  the 
outstanding  characteristics  of  the  modem  city. 

The  second  exemplification  is  seen  in  man's  extreme  sensitiveness 
to  the  opinion  of  his  group — ^which  is  an  Irrational  gregarious  re- 
flex. This  instinct  is  the  psychic  basis  for  his  proclivity  to  react 
to  mob  suggestion  and  hysteria.  In  a  strike,  each  striker  has  a 
perfectly  biological  capacity  for  violence  if  the  group  seems  to 
will  it.  Because  of  this  same  gregariousness,  a  panic  can  sweep 
Wall  Street,  or  an  anti-pacifist  murmur  turn  into  persecution  and 
near-lynching.  The  crowd  members  find  themselves  fatally  gripped 
in  the  mob  drift,  they  press  forward  willingly,  all  yeU,  and  all 
shake  fists  and  the  most  gentle  spirited  will  find  himself  pulling 
at  the  lynch  rope.  Royce  has  said,  "Woe  to  the  society  whi^ 
belittles  the  power  and  menace  of  the  mob  mind."     The  londj 
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sheep-herders  become  in  the  end  irrational,  and  solitary  confine- 
ment ends  in  insanity  or  submission. 

The  slavish  following  of  fashion  and  fads  is  rooted  in  gregari- 
ousness,  and  the  most  important  marketing  problem  is  to  guess 
the  vagaries  of  desire  which  the  mob  spirit  may  select.  A  great 
crowd  or  festival  is  satisfying  for  its  own  sake.  The  installation 
of  a  president  of  a  university  needs  behind  the  rows  of  intellectual 
delegates  a  mass  of  mere  onlooking  humanity,  and  it  gets  it  by 
various  naive  maneuvers.  Crowds  seldom  disperse  as  rapidly  as 
they  might.  They  are  loath  to  destroy  their  crowdishness,  and 
therefore  irrationally  hang  about.  If  gregariousness  should 
weaken,  a  panic  would  seize  municipal  values,  and  professional 
baseball,  the  advertising  business,  and  world  fairs  and  conventions 
would  become  impossible. 

2.  Instinct  of  parental  bent:  motherly  behavior:  kindliness. — 
In  terms  of  sacrifice  this  is  the  most  powerful  of  all  instincts. 
This  instinct,  whose  main  concern  is  the  cherishing  of  the  young 
through  their  helpless  period,  is  strong  in  women  and  weak  in 
men.  The  confident  presence  in  economic  life  of  such  anti-child 
influences  as  the  saloons,  licensed  prostitution,  child  labor,  the 
police  control  of  juvenile  delinquency,  can  be  well  explained  by 
the  fact  that  political  control  has  been  an  inheritance  of  the  so- 
cially indifferent  male  sex.  The  coming  of  women  into  the  fran- 
chise promises  many  interesting  and  profound  economic  changes. 
What  little  conservation  exists  today  goes  back  to  the  male  par- 
ental instinct  for  its  rather  feeble  urge. 

The  disinterested  indignation  over  misery-provoking  acts  which 
tomes  from  the  parental  instinct  is  the  base  stimulus  to  law  and 
order,  and  furnishes  the  nebulous  force  behind  such  social  vagaries 
as  the  Anti-Saloon  League,  Society  for  the  Prevention  of  Cruelty 
to  Animals,  the  Associated  Charities,  the  movement  for  juvenile 
courts,  prison  reform,  Belgian  relief,  the  Child  Labor  League. 
The  competitive  egotism  of  pecuniary  society  has  stifled  the  habits 
which  express  the  parental  bent.  We  are  not  habituated  to  hu- 
manitarianism. 

8.  Instinct  of  curiosity:  manipulation:  workmanship. — Curios- 
ity and  its  attendant  desire  to  draw  near,  and  if  possible  to  manip- 
ulate the  curious  object,  are  almost  reflex  in  their  simplicity.  Of 
more  economic  applicability  is  the  innate  bent  toward  workman- 
ship. Yeblen  has  said  that  man  has  ^^a  taste  for  effective  work, 
and  a  distaste  for  futile  efforf    This  desire  and  talent  that  man 
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has  to  mould  material  to  fancied  ends,  be  the  material  claj  or  the 
pawns  in  diplomacy,  explains  much  of  human  activity,  while  wages 
explain  little.  Prisoners  have  a  horror  of  prison  idleness.  Clerks 
drift  out  of  stereotyped  office  work,  and  the  monotony  of  modem 
industrialism  has  created  a  new  type  of  migratory  worker.  As 
James  has  said,  ^^Constructiveness  is  a  genuine  and  irresistible 
instinct  in  man  as  in  the  bee  or  beaver."  Man  is  then  not  naturally 
lazy,  but  innately  industrious.  Where  laziness  exists  it  is  an 
artificial  habit,  inculcated  by  civilization.  Man  has  a  true  quality 
sense  in  what  he  does :  there  is,  then,  a  "dignity  of  labor,"  and  it 
is  the  job  and  the  industrial  environment  that  produce  the  slacker, 
and  not  the  laborer's  willful  disposition. 

4.  Instinct  of  acquisition:  collecting:  ownership. — ^Man  lusts 
for  land,  and  goes  eagerly  to  the  United  States,  to  South  Amer- 
ica, to  Africa  for  it.  It  is  the  real  basis  of  colonial  policy  and 
gives  much  of  the  interest  to  peace  parleys.  A  landless  proletariat 
is  an  uneasy,  thwarted  militant  proletariat.  The  cure  for  unruly 
Ireland  is  proven  to  be  peasant  proprietorship,  and  the  social 
menace  in  the  American  labor  world  is  the  homeless  migratory 
laborer.  Russian  peasants  revolted  for  land,  and  this  is  the  single 
consistent  note  in  the  anarchy  chaos  in  Mexico.  Man,  much  of 
the  time,  acquires  for  the  mere  sake  of  acquiring.  A  business  man 
is  never  rich  enough.  If,  however,  making  more  money  uses  his 
acquisitive  capacities  too  little,  he  may  throw,  this  cultivated 
habit-activity  into  acquiring  Van  Dykes  or  bronzes  or  Greek  an- 
tiques, or  on  a  smaller  and  less  aesthetic  scale,  postage  stamps, 
signatures,  or  shaving  mugs.  Asylums  are  full  of  pitiful,  economic 
persons  who,  lost  to  the  laws  of  social  life,  continue  as  automatons 
to  follow  an  unmodified  instinct  in  picking  up  and  hoarding  pins, 
leaves,  scraps  of  food,  paper.  The  savings  banks  in  large  part 
depend  on  this  inborn  tendency  for  their  right  to  exist. 

5.  Instinct  of  fear  and  flight. — Man  has  the  capacity  to  be 
fearful  under  many  conditions.  His  most  important  fear  from  an 
economic  standpoint  is  the  stereot3rped  worker's  or  business  man's 
worry  over  the  insecure  future.  This  anxiety  or  apprehension 
which  is  so  plentiful  up  and  down  the  scale  of  economic  life  has  a 
profound  and  distressing  influence  on  the  digestive  tract,  and  in 
turn  on  the  general  health.  Much  of  nervous  indigestion  so  com- 
mon in  the  ruthless  economic  competition  of  today  is  "fear-indi- 
gestion," is  instinct  reaction,  and  can  only  be  cured  by  removing 
the  cause.     This  removal  of  the  cause  is  performed  many  times 
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by  an  equally  instinctive  act,  flight.  Flight  in  business  may  take 
the  conventional  form  of  retirement  or  selling  out,  but  often  adopts 
the  unique  method  of  bankruptcy,  insanity,  or  suicide. 

6.  Instinct  of  mental  activity:  thotLght. — ^To  quote  Thomdike: 
"This  potent  mover  [workmanship]  of  men's  economic  and  recre- 
ated activities  has  its  taproot  in  the  instinct  of  multiform  mental 
and  physical  activity."  To  be  mentally  active,  to  do  something, 
is  instinctively  satisfying.  Much  of  invention  springs  costless 
from  a  mind  thinking  for  the  sheer  joy  of  it.  Organization,  plans 
in  industry,  schemes  for  market  extension,  visions  of  ways  to 
power,  all  agitate  neurones  in  the  brain  ready  and  anxious  to  give 
issue  in  thought.  A  duty  of  the  environment  is  not  only  to  allow, 
but  to  encourage,  states  in  which  meditation  naturally  occurs. 

7.  Th^  housing  or  settling  instinct. — ^In  its  simplest  form,  the 
gunny-sack  tents  of  the  tramps,  the  playhouses  of  children,  the 
camp  in  the  thicket  of  the  hunter.  The  squatter  has  a  different 
feeling  for  his  quarter  section  when  he  has  a  dugout  on  it.  Man 
innately  wants  a  habitation  into  which  he  can  retire  to  sleep  or 
to  nurse  his  wounds,  physical  or  social.  The  Englishman's  home 
is  his  castle. 

8.  Instinct  of  migration:  homing. — To  every  man  the  coming 
of  spring  suggests  moving  on.  The  hobo  migration  begins 
promptly  with  the  first  sunshine,  and  the  tramp  instinct  fills 
Europe  with  questing  globe-trotters.  The  advice,  "Go  West, 
young  man,"  was  not  obeyed  on  account  of  the  pecuniary  gain 
alone,  but  because  the  venture  promised  satisfaction  to  the  instinct 
to  migrate  as  well. 

9.  Instinct  of  hunting. — ^Man  survived  in  earlier  ages  through 
destroying  his  rivals  and  killing  his  game,  and  these  tendencies  bit 
deep  into  his  psychic  make-up.  Modem  man  delights  in  a  prize 
fight  or  a  street  brawl,  even  at  times  joys  in  iU  news  of  his  own 
friends,  has  poorly  concealed  pleasure  if  his  competition  wrecks 
a  business  rival,  falls  easily  into  committing  atrocities  if  conven- 
tional policing  be  withdrawn,  kills  off  a  trade  union,  and  is  an 
always  possible  member  of  a  lynching  party.  He  is  still  a  hunter 
and  reverts  to  his  primordial  hunt  habits  with  disconcerting  zest 
and  expediency.  Historic  revivals  of  the  hunting  urge  make  an 
interesting  recital  of  religious  inquisitions,  witch  burnings,  college 
hazings,  persecution  of  suffragettes,  of  the  I.  W.  W.,  of  the  Jap- 
anese, or  pacifists.  All  this  goes  on  often  under  naive  rationaliza- 
tion about  justice  and  patriotism,  but  it  is  pure  and  innate  lust 
to  run  something  down  and  hurt  it. 
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10.  Instinct  of  anger:  pugnacity, — ^In  its  bodily  preparatKm 
for  action,  anger  is  identical  with  fear,  and  fear  constitutes  the 
most  violent  and  unreasoning  of  purposeful  dispositions  in  nuiL 
Caught  up  in  anger,  all  social  modifications  of  conduct  tend  to 
become  pale,  and  man  functions  in  primordial  attack  and  defense. 
Anger  and  its  resulting  pugnacity  have  as  their  most  common 
excitant  the  balking  or  thwarting  of  another  instinct,  and  this 
alone  explains  why  man  has  so  jealously,  through  all  ages,  fought 
for  liberty.  Pugnacity  is  the  very  prerequisite  of  individual  prog- 
ress. Employers  fight  a  hampering  union,  unions  a  dogmatic 
employer;  every  imprisoned  man  is,  in  reality,  psychically  incor- 
rigible; students  rebel  against  an  autocratic  teacher;  street  boys 
gang  together  to  fight  a  bully ;  nations  are  ever  ready,  yes,  hoping, 
to  fight,  and  their  memory  of  the  cost  of  war  is  biologicaUy  ren- 
dered a  short  one.  In  fighting,  there  is  a  subtle  reversion  to  the 
primitive  standards,  and  early  atrocities  become  the  trench  vogae 
of  later  months.  Patriotism  without  fighting  seems,  to  western 
nations,  a  pallid  thing.  Most  of  the  vigorous  phases  of  modem 
civilization  remain  highly  competitive  and  warlike.  Ethics  has  a 
long  psychological  way  to  go  in  its  vitally  necessary  task  of  subli- 
mating the  pugnacious  bent  in  man. 

11.  Instinct  of  revolt  at  confinement:  at  being  limited  in  liberty 
of  action  and  choice, — ^As  above  noted,  man  revolts  violently  at 
any  oppression,  be  it  of  body  or  soul.  Being  held  physically  help- 
less produces  in  man  and  animals  such  profound  functional  agita- 
tion that  death  can  ensue.  Passive  resistance  to  war  can  only  be 
possible  when  nearly  all  of  man's  inherited  nature  is  removed.  In 
primitive  days,  being  held  was  immediately  antecedent  to  being 
eaten,  and  the  distaste  of  physical  helplessness  is  accordingly  deep- 
seated.  Belgium  would  rather  resist  than  live ;  an  I.  W.  W.  would 
rather  go  to  jail  than  come  meekly  off  his  soap  box;  the  militant 
suffragettes  go  through  the  depravity  of  forced  feeding  rather 
than  suffer  their  inequality ;  and  the  worker  will  starve  his  f amilj 
to  gain  recognition  for  his  union.  Man  will  die  for  liberty,  and 
droops  in  prison.  So  psychically  revolting  is  confinement  that 
the  alienists  have  been  forced  to  create  a  new  disease,  a  "confine- 
ment insanity,''  a  prison  psychosis. 

12.  Instinct  of  rewlsion, — ^The  social  nausea  which  society 
feels  towards  discussions  of  sex,  venereal  disease,  leprosy,  certain 
smells,  is  not  founded  on  willfulness.  It  is  a  non-intellectual  and 
innate  revulsion  to  the  subject.    It  is  only  within  the  last  twmty* 
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five  years  that  the  scientific  attitude  itself  has  been  able  to  over- 
come this  instinctive  repugnance  and  attack  these  problems,  inti- 
mate and  perilous  to  human  society,  which  have  languished  under 
the  taboo. 

18.  Instinct  of  leadership  and  mastery. — ^It  often  appears  that 
man  seeks  leadership  and  mastery  solely  because  their  acquisition 
places  him  in  a  better  position  to  gratify  his  other  instinctive 
promptings.  But  there  also  seems  a  special  gratificaticm  in  lead- 
ing and  mastery  for  their  own  sake.  Modem  life  shows  prodigious 
effort,  paid  only  in  the  state  of  being  a  boss  of  the  gang,  a  *^lead- 
ing^'  college  man,  a  "prominent  citizen,"  a  secretary  or  a  vice- 
president,  a  militia  captain  or  a  church  elder.  A  secret  ambition 
to  some  day  lead  some  group  on  some  quest,  be  it  ethical  or  eco- 
nomic, is  planted  deep  in  our  nature.  Every  dog  longs  to  have 
his  day. 

14.  Instinct  of  subordination:  submission. — In  contrast  to  lead- 
ership, man  longs  at  times  to  follow  the  fit  leader.  Soldiers  joy 
in  a  firm  captain,  workmen  quit  a  lax  though  philanthropic  em- 
ployer, instructors  thresh  under  an  inefficient  though  indulgent 
department  head.  Eternal  independence  and  its  necessary  strife 
are  too  wearing  on  the  common  man  and  he  longs  for  peace  and 
protection  in  the  shadow  of  a  trust-inspiring  leader.  To  submit 
under  right  conditions  is  not  only  psychically  pleasant,  but  much 
of  the  time  to  be  leaderless  is  definitely  distressing. 

16.  Instinct  of  display:  vanity:  ostentation. — This  old  disposi- 
tion gives  the  basic  concept  for  Veblen's  remarkable  analysis  of 
the  economic  activities  of  America's  leisure  class.  The  particular 
state  of  the  industrial  arts  with  its  trust  control  and  divorce  of 
producer  and  consumer,  plus  political  peace,  has  taken  from  man 
his  ancient  opportunity  to  show  his  unique  gifts  in  ownership  of 
economic  goods  and  in  valor.  So  he  is  driven  in  his  yearning  for 
'attention  to  perverted  activities.  He  lives  to  waste  conspicuously, 
wantonly,  originally,  and,  by  the  refined  uselessness  of  his  wasting, 
to  show  to  the  gaping  world  what  an  extraordinary  person  he  is. 
The  sensitiveness  of  social  matrons  to  mention  in  the  society  col- 
umns, the  hysteria  to  be  identified  with  the  changing  vagaries  of 
the  style,  the  fear  of  identification  with  drab  and  useful  livelihoods, 
offer  in  their  infinite  variety  a  multitude  of  important  economic 
phenomena. 

16.  Instinct  of  sex. — Of  the  subjects  vital  to  an  analysis  of 
life,  be  they  aesthetic  or  economic,  sex  has  suffered  most  from  the 
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revulsion  taboo.  Manifestly  an  instinct  which  moulds  behavior 
and  purposeful  planning  profoundly,  sex  as  a  motive-concept  is 
barred  from  the  economic  door.  Despite  the  proven  moral  and 
efficiency  problems  which  arise  with  the  postponement  of  marriage 
due  to  modem  economic  conditions,  the  massing  of  immarried  im- 
migrant men  into  tenement  rooms,  or  the  condemning  of  some 
millions  of  migratory  workers  to  a  womanless  existence,  conven- 
tional morality  meets  every  situation  by  denying  the  sex  instinct, 
by  a  blind  belief  that  in  some  strange  way  modem  economic  civ- 
ilization allows  its  inmates  "to  mortify  the  deeds  of  the  body." 

While  at  any  particular  moment  in  our  behavior  we  are  a  blend 
or  composite  of  many  instinct  activities,  it  is  accurate  to  describe 
much  of  behavior  as  dominated  at  any  one  time  by  either  a  single 
instinct  or  at  most  two  or  three.  A  certain  environment  can 
habituate  man  to  a  specialization  in  gratification  of  a  single  or 
a  pair  of  instincts.  For  instance,  war  matures  and  educates  habits 
gratifying  the  instincts  of  pugnacity  and  hunting.  At  the  war 
front,  this  habit  bent  gives  basis  for  gradually  sloughing  off  the 
humane  restrictions  governing  the  fighting,  and  armies  mutually 
obey  their  new  psychology.  Machine-gun  men  know  they  will  not 
be  taken  prisoner  and  their  service  is  now  known  as  the  suicide 
squad.  Hospitals  or  undefended  towns  are  bombed,  a  very  con- 
ventional minimum  of  attention  is  fixed  for  the  enemy  wounded, 
the  primitive  method  of  warfare  of  the  French  African  troops 
which  at  first  disturbed  the  ethics  of  the  Allies  is  now  forgotten 
under  the  more  liberal  interpretation  of  the  revamped  war  psy- 
chology. At  home  the  citizens  of  the  belligerent  countries  gain 
a  cathartic  for  their  overstimulated  pugnacious  bent  by  rioting 
the  People's  Council,  or  tar-and-feathering  the  I.  W.  W.,  or  or- 
ganizing a  man-hunt  for  a  lately  immigrated  Austrian  or  Grerman. 
It  is  quite  natural  that  the  actors  in  these  domestic  dramas  should 
build  up  explanatory  rationalizations  for  their  activity.  It  is 
their  mild  bow  to  the  fast  dimming  conventions  and  traditions  of 
peace.  As  a  gentle  and  aged  lady  deplored,  "I  cannot  fight,  but 
I  can  at  least  go  about  and  listen  and  report  on  the  unpatriotic** 

The  tongue-tied  and  paralyzed  after-dinner  speaker  is  a  single- 
minded  expositor  of  the  strange  instinct  of  subservience.  The 
worried  father  of  a  sick  child  seated  at  his  office  desk  is  not  an 
economic  man.  His  behavior  is  dominated  by  the  parental  motive, 
and  in  this  fact  is  found  the  only  explanation  of  his  distrmcted 
conduct.    Veblen  in  a  shrewd  analysis  of  industrial  evolution  noted 
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that  the  early  pre-capitalistic  culture,  with  its  handicraft  pro- 
duction and  small  intimate  social  groups,  stressed  the  habits  which 
express  the  instinct  of  workmanship  and  the  parental  instinct. 
With  the  industrial  revolution  and  the  immergence  into  the  pe- 
cuniary scheme  of  things  of  a  small  property-owning  class  and 
a  large  proletariat,  life  presented  habit  opportunities  which 
stressed,  in  the  master  class,  the  so-called  egotistical  instincts  of 
leadership,  hunting,  ostentation  and  vanity,  and  for  the  working 
class  removed  the  opportunities  to  express  the  instinct  of  work- 
manship and  reduced  and  restricted  the  other  avenues  of  expres- 
sion or  perverted  them  to  non-evolutionary  or  anti-social  behavior. 
Instinct  perversion  rather  than  freely  selected  habits  of  instinct 
expression  seems  broadly  a  just  characterization  of  modem  labor- 
class  life.  Modem  labor  unrest  has  a  basis  more  psychopatho- 
logical  than  psychological,  and  it  seems  accurate  to  describe  mod- 
em industrialism  as  mentally  insanitary. 

A  remarkable  analysis  of  instinct  dominance  over  behavior  is 
illustrated  by  the  experiments  at  the  Harvard  Medical  School  and 
described  by  Professor  Cannon.  He  notes  that  among  the  instinct 
emotions  active  in  man  those  which  are  identified  with  a  physical 
struggle  for  existence  have  both  a  physical  and  mechanical  author- 
ity over  all  other  instinct  urges  to  conduct.  Like  the  military 
general  staff,  they  shoulder  aside,  in  times  of  stress,  the  aesthetic 
and  peaceful  enthusiasms  and  mobilize  every  mental  and  physical 
efficiency  to  their  war  purpose.  The  central  nervous  system  is 
divided  by  Cannon  into  three  parts,  all  of  which,  under  peace, 
function  normally.  If,  however,  the  brain  be  stimulated  to  fear 
or  anger,  one  of  these  parts,  the  so-called  "sympathetic  part," 
becomes  the  dictator.  Its  particular  nerve  fibers  are,  of  the  three 
parts,  by  far  the  most  extensive  in  their  distribution,  and  permit 
immediate  mobilization  of  the  entire  body.  Its  mobilization  con- 
sists in  "secession  of  processes  in  the  alimentary  canal,  thus  free- 
ing the  energy  supplied  for  other  parts,  the  shifting  of  blood  from 
the  abdominal  organs  whose  activities  are  deferable  to  the  organs 
immediately  essential  to  muscular  exertion  (the  lungs,  the  heart, 
the  central  nervous  system),  the  increased  vigor  of  contraction 
of  the  heart,  the  quick  abolition  of  the  effects  of  muscular  fatigue^ 
the  mobilizing  of  energy-giving  sugar  in  the  circulation — every 
one  of  these  visceral  changes  is  directly  serviceable  in  making  the 
organism  more  effective  in  the  violent  display  of  energy  which 
fear  or  rage  or  pain  may  involve." 
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But  the  most  unique  war-footing  activity  of  the  body  in  this 
vigorous  preparedness  is  the  functioning  of  the  adrenal  gland. 
To  use  Cannon's  words:  "Adrenin,  secreted  by  the  adrenal 
glands,  in  time  of  stress  or  danger,  plays  an  essential  role  in  flood- 
ing the  blood  with  sugar,  distributes  the  blood  to  the  heart,  lungs, 
central  nervous  system  and  limbs,  takes  it  away  from  the  inhibited 
organs  of  the  abdomen,  it  quickly  abolishes  muscular  fatigue  and 
coagulates  the  blood  on  injury.  These  remarkable  facts  are  fur- 
thermore associated  with  some  of  the  most  primitive  experiences 
in  his  life  of  the  higher  organisms,  experiences  conmion  to  man  and 
beast — the  elemental  experiences  of  pain  and  fear  and  rage  that 
come  suddenly  in  critical  emergencies." 

The  conclusion  seems  both  scientific  and  logical  that  behavior 
in  anger,  fear,  pain,  and  hunger  is  a  basically  different  behavior 
from  the  behavior  under  repose  and  economic  security.  The  emo- 
tions generated  under  the  conditions  of  existence-peril  seem  to 
make  the  emotions  and  motives  generative  in  quiet  and  peace, 
pale  and  unequal.  It  seems  impossible  to  avoid  the  conclusion 
that  the  most  vital  part  of  man's  inheritance  is  one  which  destines 
him  to  continue  for  some  myriads  of  years  ever  a  fighting  animal 
when  certain  conditions  exist  in  his  environment.  Though,  through 
education,  man  be  habituated  in  social  and  intelligent  behavior, 
or,  through  license,  in  sexual  debauchery,  still  at  those  times  when 
his  life  or  liberty  is  threatened,  his  instinct-emotional  nature  will 
inhibit  either  social  thought  or  sex  ideas,  and  present  him  as  merely 
an  irrational  fighting  animal. 

Since  every  instinct  inherited  by  man  from  his  tree  and  cave 
ancestors,  literally  sewed  into  his  motivating  disposition,  has  sur- 
vival value,  an  environment  which  balks  or  thwarts  his  instinct 
expression,  arouses  directly  and  according  to  the  degree  of  its 
menace  this  unreasoning  emotional  revolt  in  him.  The  chemical 
proof  of  this  emotional  revolt  is  found  by  Cannon  even  in  indi- 
viduals suffering  from  vague  states  of  worry  or  anxiety.  Here 
the  single  problem  is  the  manner  in  which  the  angry  or  fearful 
person  coins  his  revolt  emotion  into  behavior,  and  this  largely  de- 
pends upon  the  right  and  proper  method  which  society  has  selected 
for  expressing  psychical  dissatisfaction.  There  are  folk  ways 
of  distress  behavior  just  as  certainly  as  there  are  of  reli^ous  en- 
thusiasm or  patriotism.  Since  the  emotional  tone  stimulated  by 
the  balking  of  "minor"  instincts  would  naturally  be  lower  than 
that  intense  tone  generated  by  a  threatened  rending  of  one's  flesh, 
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or  imprisonment,  to  the  same  degree  is  the  behavior  stimulated 
by  the  lower-toned  emotions  less  vivid  and  noteworthy  than  the 
blind  and  frantic  resistance  to  the  direct  physical  threat.  The 
behavior  reflex  to  the  emotions  generated  in  a  state  of  worry,  anx- 
iety, economic  servility,  or  personal  humiliation,  instead  of  ex- 
pressing itself  in  violent  revolt,  is  shown  in  states  of  mental  inertia, 
loss  of  interest  and  power  of  attention,  labor  inefficiency,  drifting 
off  the  job,  drink  and  drugs.  These  behavior  states  which  under 
conventional  and  economic  moral  theorizing  are  barrenly  and  in- 
accurately described  as  willful  acts  are  elemental,  irrational,  and 
blind  reflex  activities.  Under  conditions  which  allow  the  satis- 
factory expression  of  man's  original  inherited  proclivities,  this 
warlike  specialization  of  the  mind  and  body  is  avoided.  There 
the  cranial  or  sacral  sections  of  the  peace-footing  "automatic** 
section  divide  with  the  warlike  "sympathetic**  section  the  author- 
ity over  the  body.  Health  and  nerve  reserve  are  built  up,  a  quiet 
brain  permits  rational  orderings  of  the  associations  of  the  mind, 
social  behavior  habits  can  influence  the  order  and  connections  of 
the  neurones  and  insure  their  perpetuation ;  in  short,  intellectual 
progress  becomes  possible. 

The  instincts  and  their  emotions,  coupled  with  the  obedient 
body,  lay  down  in  scientific  and  exact  description  the  motives 
which  must  and  will  determine  human  conduct.  If  a  physical 
environment  set  itself  against  the  expression  of  these  instinct  mo- 
tives, the  human  organism  is  fully  and  efficiently  prepared  for 
a  tenacious  and  destructive  revolt  against  this  environment;  and 
if  the  antagonism  persist,  the  organism  is  ready  to  destroy  itself 
and  disappear  as  a  species  if  it  fails  of  a  psychical  mutation  which 
Would  make  the  perverted  order  endurable. 

Even  if  labor-class  children  evade  those  repressive  deportment 
traditions  that  characterize  the  life  of  the  middle-class  young,  at 
a  later  date  in  the  life  of  these  working-class  members  certain 
powerful  forces  in  their  environment,  though  they  work  on  the 
less  susceptible  and  less  plastic  natures  of  mature  individuals, 
produce  obsessions  and  thwartings  which  function  at  times,  ex- 
clusively almost,  in  determining  the  behavior  of  great  classes  of 
the  industrial  population.  The  powerful  forces  of  the  working- 
class  environment  which  thwart  and  balk  instinct  expression  are 
suggested  in  the  phrases  "monotonous  work,**  "dirty  work,**  "sim- 
plified work,**  "mechanical  work,**  the  "servile  place  of  labor,** 
"insecure  tenure  of  the  job,*'  "hire  and  fire,**  "winter  unemploy- 
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ment,"  "the  ever  found  union  of  the  poor  district  with  the  crime 
district,"  and  the  "restricted  district  of  prostitution,"  the  '*open 
shop,"  the  "labor  turnover,"  "poverty,"  the  "bread  lines,"  the 
"scrap  heap,"  "destitution."  If  we  postulate  some  sixteen  instinct 
unit  characters  which  are  present  under  the  laborer's  blouse  and 
insistently  demand  the  same  gratification  that  is,  with  painful 
care,  planned  for  the  college  student,  in  just  what  kind  of  per- 
verted compensations  must  a  laborer  indulge  to  make  endurable 
his  existence?  A  western  hobo  tries  in  a  more  or  less  frenzied  way 
to  compensate  for  a  general  all-embracing  thwarting  of  his  nature 
by  a  wonderful  concentration  of  sublimation  activities  on  the  wan- 
der instinct.  The  monotony,  indignity,  dirt,  and  sexual  apologies 
of,  for  instance,  the  unskilled  worker's  life  bring  their  definite 
fixations,  their  definite  irrational,  inferiority  obsessions. 

The  balked  laborer  here  follows  one  of  the  two  described  lines 
of  conduct:  (1)  he  either  weakens,  becomes  inefficient,  drifts  away, 
loses  interest  in  the  quality  of  his  work,  drinks,  deserts  his  family; 
or  (2)  he  indulges  in  a  true  type  inferiority  compensation,  and 
in  order  to  dignify  himself,  to  eliminate  for  himself  his  inferiority 
in  his  own  eyes,  he  strikes  or  brings  on  a  strike ;  he  commits  vio- 
lence, or  he  stays  on  the  job  and  injures  machinery,  or  mutilates 
the  materials.  He  is  fit  food  for  dynamite  conspiracies.  He  is 
ready  to  make  sabotage  a  part  of  his  regular  habit  scheme.  His 
condition  is  one  of  mental  stress  and  unfocused  psychic  unrest, 
and  could  in  all  accuracy  be  called  a  definite  industrial  psychosis. 
He  is  neither  willful  nor  responsible,  he  is  sufi^ering  from  a  stereo- 
typed mental  disease. 

If  one  leaves  the  strata  of  unskilled  labor  and  investigates  the 
higher  economic  classes,  he  finds  parallel  conditions.  There  is 
a  profound  unrest  and  strong  migratory  tendency  among  depart- 
ment-store employees.  One  New  York  store  with  less  than  three 
thousand  employees  has  thirteen  thousand  pass  through  its  em- 
ploy in  a  year.  Since  the  establishment  in  American  life  of  big 
business  with  its  extensive  efficiency  systems,  its  order  and  de- 
humanized discipline,  its  caste  system,  as  it  were,  there  has  devel- 
oped among  its  highly  paid  men  a  persistent  unrest,  a  dissatisfac- 
tion and  decay  of  morale  which  is  so  noticeable  and  costly  that 
it  has  received  repeated  attention.  Even  the  conventional  competi- 
tive efficiency  of  American  business  is  in  grave  question.  I  suggest 
that  this  unrest  is  a  true  revolt  psychosis,  a  definite  mental  un- 
balance, an  efficiency  psychosis,  as  it  were,  and  has  its  definite 
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psychic  antecedents ;  and  that  our  present  moralizing  and  guess- 
solutions  are  both  hopeless  and  ludicrous. 

The  dynamic  psychology  of  today  describes  the  present  civiliza- 
tion as  a  repressive  environment.  For  a  great  number  of  its  in- 
habitants, a  sufficient  self-expression  is  denied.  There  is  for  those 
who  care  to  see,  a  deep  and  growing  unrest  and  pessimism.  With 
the  increase  in  knowledge  is  coming  a  new  realization  of  the  ir- 
rational direction  of  economic  evolution.  The  economists,  how- 
ever, view  economic  inequality  and  life  degradation  as  objects,  in 
truth,  outside  the  science.  Our  value  concept  is  a  price  mechanism 
hiding  behind  a  phrase.  If  we  are  to  play  a  part  in  the  social 
readjustment  immediately  ahead,  we  must  put  human  nature  and 
human  motives  into  our  basic  hypotheses.  Our  value  concept  must 
be  the  yardstick  to  measure  just  how  fully  things  and  institutions 
contribute  to  a  full  psychological  life.  We  must  know  more  of 
the  meaning  of  progress.  The  domination  of  society  by  one  eco- 
nomic class  has  for  its  chief  evil  the  thwarting  of  the  instinct  life 
of  the  subordinate  class  and  the  perversion  of  the  upper  class. 
The  extent  and  characteristics  of  this  evil  are  only  to  be  estimated 
when  we  know  the  innate  potentialities  and  inherited  propensities 
of  man,  and  the  ordering  of  this  knowledge  and  its  application  to 
the  changeable  economic  structure  is  the  task  before  the  trained 
economists  today. 
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Frank  A.  Fetter. — The  two  papers  to  which  we  have  just  listened 
cover  a  wide  fields  ranging  from  the  very  origins  of  economic  action 
to  its  ultimate  results.  The  connection  between  the  two  papers  may  at 
first  be  difficult  to  see.  However^  they  are  both  Jeremiads;  they  both 
indict  our  economic  system  for  failure^  on  the  one  hand  to  secure  a 
necessary  measure  of  equality  in  the  distribution  of  wealthy  and  on  the 
other  hand  to  satisfy  the  fundamental  needs  of  human  nature  for  the 
masses  of  men.  Both  papers  alike  declare  that  this  failure  appears  at 
the  two  extremes  of  society,  among  the  very  rich  and  the  very  poor. 

From  another  point  of  view,  the  indictment  appears  to  be  brought 
against  contemporary  economic  thought,  for  its  failure  on  the  one  hand 
to  solve  the  problem  of  economic  inequality,  and  on  the  other  hand  to 
recognize  the  complex  and  fundamental  psychological  nature  of  man. 
The  reply  to  these  accusations  cannot  be  a  simple  one.  It  must  in 
part  be  confession,  in  part  extenuation  and  avoidance,  and  in  part 
denial  of  the  statement  of  facts  and  of  the  inferences  drawn  from  them. 

Are  economists  neglectful  of  questions  of  distribution  and  human 
welfare?  The  reply  to  this  depends  largely  on  one's  conception  of  the 
true  function  of  economics  as  a  special  discipline.  Economics  is  far 
from  being  the  whole  of  social  philosophy.  It  is  far  from  having  the 
sole  responsibility  for  the  guidance  of  social  action  and  social  legisla- 
tion. Its  special  field  is  the  ascertainment  of  the  facts,  and  the  exact 
scientific  analysis  of  the  problems  of  value  and  price.  The  framing  of 
a  policy  of  social  action  is  the  work  of  the  social  philosopher  and  states- 
man, and  involves  considerations  not  merely  of  an  economic  nature, 
but  legal,  ethical,  political,  and  religious  as  well.  There  is  risk  that 
in  becoming  a  universal  oracle,  any  social  science  will  lose  its  intellec- 
tual poise  and  its  judicial  authority.  This  modesty  of  economics  may 
seem  inexplicable  to  some  of  our  sister  sciences,  which  are  restrained 
by  no  such  considerations.  As  an  individual,  as  a  man,  and  as  a  citi- 
zen, the  economist,  to  be  sure,  is  impelled  to  frame  for  himself  an  ideal 
of  social  action.  Contemporary  economists  are  not  ignoring  or  neg- 
lecting the  problems  of  human  welfare.  One  has  but  to  recall  the  sub- 
jects and  to  review  the  discussions  in  this  Association  for  the  past  thirty 
years,  and  particularly  in  the  last  decade,  to  see  how  the  thought  of 
economists  has  taken  practical,  constructive,  and  concrete  directions  in 
such  matters  as  the  protection  of  labor,  immigration,  land  policy,  tariff 
legislation,  and  the  development  of  democratic  forms  of  taxation* 
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The  first  paper  is^  in  the  main^  an  attack  on  the  doctrine  of  laissez 
faire.  The  writer  implies  that  this  doctrine  still  has  some  vitality,  al- 
though he  suggests  that  it  began  to  lose  its  force  a  generation  ago. 
True,  but  his  chronology  needs  revision.  I  began  the  study  of  eco- 
nomics a  generation  ago,  and  I  was  taught  then  that  laissez  faire,  as  a 
doctrine,  had  long  been  dead.  Indeed,  looking  back  over  the  history 
of  the  past  century,  one  may  doubt  whether  any  one  has  put  faith  in 
that  doctrine  excepting  a  little  group  of  selfish  interests  whenever  they 
wished  to  favor  their  own  policies.  As  early  as  the  thirties  and  forties 
of  the  last  century,  began  in  England  that  protective  labor  legislation 
which  has  spread  to  the  ends  of  the  earth  in  defiance  of  laissez  faire. 
There  was  little  evidence  of  laissez  faire  in  the  enormous  grants  of  land 
and  money  by  the  public  to  railroads  and  other  corporations  in  the 
United  States  from  1850  on.  A  thousand  important  public  policies  of 
the  past  half  century  are  evidence  that  laissex  faire  has  long  been  dead. 
But  its  image,  like  that  of  Guy  Fawkes,  is  still  brought  out  each  year 
to  be  hung  up  in  derision  to  make  a  sociological  holiday. 

The  first  paper  devotes  considerable  time  to  an  attack  upon  the 
theory  of  specific  productivity  as  developed  by  John  B.  Clark.  I  yield 
to  no  one  in  my  respect  for  Clark's  theoretical  work,  considered  as  a 
whole,  but  this  part  of  his  theory  I  utterly  rejected  in  a  review  of  his 
work  as  early  as  1901.  Referring  to  his  claim  to  present  a  "vindica- 
tion of  the  existing  distribution  of  incomes"  I  called  this  a  non'Sequitur 
from  his  economic  analysis.  I  declared  that  Clark  had  not  proved  and 
could  not  prove  by  his  analysis  that,  as  he  said,  "there  is  assigned  to 
every  one  what  he  has  specifically  produced."  This  judgment  I  believe 
to  have  reflected  not  only  my  own  view  but  that  of  many  economists 
at  that  time.  My  colleague.  Professor  Adriance,  has  more  recently  in 
a  detailed  and  effective  refutation  given  to  the  doctrine  of  specific  pro- 
ductivity its  coup  de  grace  {Quarterly  Journal  of  Economics,  Nov., 
1914).  It  is  true  that  various  phrases  with  the  flavor  of  specific  pro- 
ductivity still  linger  in  the  textbooks,  but  the  authors  render  to  the 
doctrine  a  mere  lip  service.  Certainly  when  such  economists  as  Taus- 
sig and  Seager,  with  their  well-known  social  sympathy,  speak  of 
"specific  productivity,"  they  mean  no  justification  of  prevailing  abuses, 
no  ethical  vindication  of  the  existing  inequality  of  incomes. 

Of  the  other  economic  questions  raised  by  the  first  paper,  I  will 
refer  only  to  the  confusion  throughout  of  competition  with  lack  of 
regulation.  In  a  number  of  the  examples  cited,  the  evils  are  due  not 
to  competition  but  to  monopoly,  to  a  one-sided  competition.  Regula- 
tion is  needed  either  to  restore  competition  or  to  control  combination 
and  monopoly,  not  to  suppress  competition. 
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The  first  paper  is  filled  with  admirable  ethical  fervor  and  brings 
to  us  a  message  that  it  were  well  to  heed.  The  theme  of  the  second 
paper^  the  importance  of  a  broader  biological  and  psychological  basis 
in  our  economic  theory^  deserves  our  respectful  hearing,  and  in  most 
respects  our  cordial  acceptance.  The  economic  man  is  dead^  as  dead 
as  laissez  faire.  The  motives  in  economic  action  are  complex,  and  are 
derived  from  all  the  elements  of  man's  complex  nature.  It  is  well 
to  have  presented  in  this  interesting  form  the  fruits  of  the  behavionrist 
psychology.  Doubtless  we  have  not  more  than  begun  to  realise  the 
strength  of  the  primitive  impulses  and  instincts  in  man's  nature;  but 
these  studies  of  the  biologists  and  psychologists,  and  the  newer  voli- 
tional psychology,  have  already  found  their  way  into  the  economic  lit- 
erature and  even  into  the  more  advanced  general  texts  in  economics. 
I  attempted  fifteen  years  ago  to  give  some  recognition  to  these  ideas  in 
the  concept  of  psychic  income.  The  thought  in  this  is  that  in  all  prob- 
lems of  valuation  the  psychic  element  is  of  primary  importance  and  the 
physical  goods  are  but  secondary.  What  a  man  or  what  a  nation  shall 
secure  in  welfare  and  happiness  depends  more  on  the  spiritual  state 
of  man  than  it  does  on  the  physical  objects  over  which  he  disposes. 
We  need  a  new  evaluation  of  industrial  institutions  in  the  light  of  these 
new  doctrines.  It  may  be  admitted  that  many  economists  have  been 
slow  to  recognize  these  truths.  I,  for  one,  welcome  most  heartily  the 
work  of  Professor  Parker  and  the  main  thesis  of  his  paper. 

I  would  in  closing  suggest  a  few  difficulties,  however,  in  some  of  the 
applications  he  makes  of  his  psychological  doctrine.  He  seeks  by  it 
to  explain  the  temper  and  outbreaks  of  the  mass  of  the  members  of  the 
I.  W.  W.,  whom  he  defines  in  a  recently  published  article  (Atlantic 
Monthly,  November,  1917)  as  members  of  the  hobo  class.  Now  every 
careful  application  of  mental  tests  to  the  class  of  vagrant  casual 
workers,  tramps,  and  hobos,  has  revealed  a  large  amount  of  mental  de- 
fectiveness, extending  even  to  feeble-mindedness.  (Of  course  one 
need  not  assert  this  of  the  more  capable  leaders.)  So  far  as  this  is 
true  we  have  to  do  here  with  the  expression  not  of  normal  psychology 
but  of  defective  mentality.  This,  too,  is  a  psychological  explanation 
of  some  features  of  the  problem,  but  is  very  different  from  the  cme 
which  Professor  Parker  has  suggested. 

Again  he  seems  to  try  to  explain  through  these  primitive  psychologi- 
cal traits  the  outbreak  of  strikes,  which  in  the  West  have  been  of  late 
three  times  as  numerous  as  before.  But  what  light  can  the  behaviour- 
ist psychology  throw  upon  this  increase  of  strikes  ?  Has  the  primitive 
nature  of  these  hobo  workers  become  suddenly  three  times  as  strong  as 
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before  ?  That  primitive  nature  is  the  fixed  fact.  Is  not  the  explanation 
to  be  found  in  this  case  in  some  change  in  the  environment?  And  there 
is  one  important  change  to  which  the  author  has  made  no  reference^ 
namely^  the  rapid  rise  of  prices  since  1914.  It  is  a  general  truth  of 
history  that  when  prices  rise  rapidly^  wages  lag  behind  and  strikes 
multiply.  It  is  this  fact  that  would  seem  to  explain  the  recent  wave 
of  strikes  much  more  simply^  more  prosaically  and  less  dramatically^ 
than  is  done  by  Professor  Parker. 

Finally^  I  would  raise  the  question  as  to  whether  throughout  this 
paper  the  author  has  not  greatly  exaggerated  the  biological  elements  in 
the  analysis  and  underestimated  the  cultural  or  educational  elements. 
Man  in  society  from  its  primitive  beginning  has  been  a  product  of  the 
union  of  biological  and  cultural  influences.  The  untutored  savage  is  a 
myth;  nature-folk  everywhere  are  rigorously  tutored  in  the  customs 
and  traditions  of  their  tribes.  Their  primitive  biological  nature  is 
shaped  and  moulded  from  infancy  by  their  social  environment.  Wher- 
ever this  educational  process  in  any  nation  or  any  class  of  society  is 
omitted  or  slighted^  there  unsocial  acts  result.  The  explanation  of  these 
acts  therefore  is  not  so  much  in  the  biological  nature  which  the  law- 
breakers share  with  all  law-abiding  men^  but  in  the  lack  of  education — 
the  education  which  they  have  failed  to  share.  The  rapid  growth  of 
our  industrial  institutions  has  given  us  many  unsolved  problems  of  edu- 
cation. We  have  not  adequately  developed  institutions  making  for  thrift 
in  the  new  conditions^  nor  have  we  sufficiently  safeguarded  the  mass  of 
men  against  the  accidents  of  industrial  life.  We  have  not  provided  for 
them  the  industrial  training  that  would  mould  them  into  habits  of  in- 
dustry^ and  give  them  the  possibility  of  modest  success.  These  facts 
help  to  explain  many  continuing  evils  in  our  industrial  relations.  In 
so  far^  therefore^  Professor  Parker's  paper  leaves  a  distorted  impres- 
sion. We  decline  to  make  again  of  economics  a  "dismal  science."  We 
refuse  to  believe  that  all  our  industrial  ills  are  due  to  the  innate 
wickedness  of  men  and  to  our  inevitable  heritage  of  original  sin. 

Wesley  C.  Mitchell. — ^AU  of  us  who  heard  Professor  Irving 
Fisher's  presidential  address  before  the  American  Association  for  La- 
bor Legislation  have  doubtless  been  thinking  of  the  similarity  between 
the  burden  of  his  speech  and  what  Professor  Parker  has  said  tonight. 
Circumstances  have  directed  the  attention  of  both  men  to  the  industrial 
unrest  which  is  so  prevalent  at  the  present  time.  One  in  New  Haven^ 
the  other  in  Seattle^  have  concluded  that  to  understand  and  deal  effi- 
ciently with  existing  conditions^  we  must  recognize  factors  not  dreamed 
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of  in  orthodox  economic  theory.  Both  men  contend  that  modem  con- 
ditions of  factory  production  are  seriously  and  needlessly  exasperating 
to  the  mass  of  the  wage  earners.  Disputes  between  employers  and 
employed  they  attribute  quite  as  much  to  this  emotional  state  of  irrita- 
tion as  to  a  desire  to  drive  a  better  bargain.  Man  inherits^  both  tell 
us^  certain  instincts^  and  any  life  which  thwarts  the  activities  that  these 
instincts  prompt  will  inevitably  breed  discord. 

All  the  men  who  have  for  years  been  declaring  that  economic  theorj 
must  pay  more  intelligent  attention  to  the  problems  of  behavior  will 
be  encouraged  at  the  coincidence  of  these  two  addresses.  They  will 
be  particularly  pleased  by  Professor  Fisher's  adhesion  to  this  view- 
pointy  inasmuch  as  in  the  remarkable  dissertation  with  which  he  began 
his  scientific  career  he  protested  against  the  foisting  of  psychoh^ 
upon  economic  theory.  The  same  men  will  feel  further  encouraged 
by  the  welcome  that  Professor  Fetter  has  just  extended  to  Professor 
Parker's  analysis.  They  may  even  hope  that  Professor  Fetter  will 
some  day  explain  definitely  what  the  "American  Psychological  Schod** 
has  to  do  with  psychology.  I  have  been  inclined  to  think  that  Professor 
Fisher  was  logically  justified  in  protesting  against  the  foisting  of 
psychology  upon  the  type  of  economic  theory  which  was  propounded 
in  1892.  Similarly  Professor  A.  C.  Whitaker  has  protested  against 
the  mixing  of  psychology  with  the  type  of  economic  theory  which  Pro- 
fessor Fetter  propounded  in  1915.  Will  not  Professor  Fetter  takf 
early  occasion  to  show  just  how  the  ingenious  variant  of  orthodox  eco- 
nomics with  which  his  name  is  associated  really  connects  with  such  a 
discussion  as  we  have  heard? 

Concerning  Professor  Parker's  paper  I  have  but  one  remark  to 
make>  and  that  remark  is  by  way  rather  of  supplement  than  of  criti- 
cism. Professor  Parker  has  given  us  a  list  of  some  sixteen  instincts 
which^  as  is  usual  nowadays^  he  conceives  to  be  inherited  from  genen- 
tion  to  generation  without  substantial  change.  So  far  as  this  factor 
in  human  behavior  is  concerned^  he  suggests  that  men  at  the  present 
time  are  practically  the  same  as  men  in  the  Stone  Ag^.  It  is,  however, 
groundedly  believed  that  human  behavior  in  modern  Christendom  differs 
materially  from  the  behavior  of  cave  men.  Some  factor  in  behavior 
has  undergone  great  modifications,  and  that  factor  has  not  been  men* 
tioned  in  Professor  Parker's  analysis. 

The  omitted  factor  is  of  course  the  institutional  factor.  Under  this 
term  there  are  included  the  socially  prevalent  habits  which  in  anj 
given  group  standardize  the  behavior  of  individual  members.  For  tile 
social  sciences  this  factor  in  behavior  is  of  peculiar  importance. 
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it  makes  possible  cumulative  change.  So  far  as  these  sciences  can 
contribute  to  progress^  they  find  their  opportunity  in  purposive^  in- 
telligent control  over  institutions.  One  of  the  hopeful  results  of  the 
present  war  is  that  it  has  demonstrated  to  all  that  our  social  economic 
institutions  are  far  more  malleable  than  had  been  supposed.  Those 
men  like  Professor  Parker  and  like  Professor  Fisher  who  see  a  con- 
flict between  man's  inherited  instincts  and  present  living  conditions 
are  justified  in  pressing  vigorously  for  such  changes  of  our  present 
institutions  as  will  accord  on  the  one  hand  with  the  original  nature 
of  man^  and  on  the  other  hand  with  our  present  notions  of  productive 
efficiency. 

£.  C.  Hates. — It  has  been  interesting  to  observe  the  difference  of 
opinion  between  the  two  gentiemen  who  have  discussed  my  paper  as  to 
what  is  or  is  not  dead  in  economic  theory.^  From  what  appears  in  the 
economic  textbooks  and  from  what  is  heard  in  the  utterances  of  econo- 
mists one  is  forced  to  conclude  that  if  the  doctrine  of  laisses  faire  is 
dead  it  must  be  reckoned  as  one  that  "being  dead  yet  speaketh."  I 
am  glad  to  find  myself  in  agreement  with  the  President  of  the  Amer- 
ican Economic  Association^  that  if  the  doctrine  of  laisses  faire  is  dead 
at  least  its  obsequies  still  require  to  be  decentiy  celebrated.'  One  who 
says  that  the  doctrine  of  laisses  faire  was  dead  a  generation  ago  must 
mean  that  the  first  exceptions  to  the  universality  of  its  application  had 
been  admitted.  It  was  still  the  reigning  theory,  although  it  resembled 
a  king  who  had  lost  some  outlying  provinces,  but  who  still  asserted 
full  authority  over  most  of  his  realm  and  lustily  resisted  further  en- 
croachments, to  say  nothing  of  total  dethronement. 

If  the  time  allowed  I  should  gladly  renew  debate  over  the  proposi- 
tion which  has  been  laid  down  this  evening,  that  the  way  to  rectify 
distribution  is  to  maintain  freedom  of  competition;  and  in  doing  so 
I  should  willingly  begin  at  a  point  selected  by  my  critic,  namely,  retail 
trade.  The  objection  to  present  retail  methods  is  not  so  much  that 
they  enrich  the  merchants  as  that  they  wrong  the  consumers.  And 
I  should  admit  with  alacrity  that  in  the  very  instances  in  which  mer- 
chants are  enriched  the  methods  of  merchandising  are  extravagantly 
costly.  This  of  course  shows  that  these  unregulated  methods  can  at 
the  same  time  waste  profusely  and  also  enrich  the  dealers,  doing  both 
ont  of  what  is  taken  from  the  consiuners. 

1  Referring  to  what  Professors  Fetter  and  Anderson  had  said  about  laissez 
fairs  and  the  specific  productivity  theory. 

s  Referring  to  the  treatment  of  the  doctrine  of  laisssz  fairs  in  Professor 
Commons*  presidential  address. 
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I  recall  the  statement  made  by  one  speaker^  that  he  had  noted  down 
the  points  to  be  remarked  upon  after  reading  my  paper  in  advance 
of  its  presentation  here.  I  am^  therefore^  allowed  to  hope  that  no  one 
would  understand  me  to  say  that  the  problem  of  production  has  been 
fully,  finally,  or  adequately  solved,  after  hearing  the  emphasis  with 
which  I  read  the  statement  that  ''the  problem  of  production  we  have 
measurably  solved,"  and  that  "the  development  of  production  is  no 
longer  our  prime  need." 

Whether  the  specific  productivity  theory  is  already  dead,  as  one 
speaker  has  declared,  or  whether  it  is  thoroughly  alive,  as  the  other 
emphatically  asserts,  I  venture  to  hope  that  after  further  considering 
what  I  have  said  you  will  agree  that  it  ought  to  he  dead.  It  is  still  in 
textbooks  used  in  American  colleges  as  the  definitely  elaborated  or 
the  implicit  foundation  of  the  theory  of  distribution.  Nothing  has 
been  said  tonight  to  invalidate  either  the  three  main  propositions  of 
my  paper  or  my  objections  to  the  specific  productivity  theory.  So 
far  as  anyone  has  shown  there  seems  to  be  no  objection  to  my  dis- 
tinction between,  on  the  one  hand,  what  a  factor  in  industry  conditions 
and  can  prevent  by  its  withdrawal  and  demand  as  the  price  of  its 
participation  and,  on  the  other  hand,  what  it  actually  produces;  or  to 
my  contention  that  what  labor  produces  when  using  only  no-rent  land 
or  no-rent  machinery  is  no  fair  test  of  what  it  normally  produces  and 
should  receive,  and  that  present  theories  of  rent,  interest,  and  wages, 
while  they  do  explain  what  happens,  do  not  even  by  implication  justify 
what  happens. 

The  world  is  indebted  to  the  economists  for  an  achievement  of  very 
great  practical  and  scientific  importance  in  that  they  have  shown  what 
must  take  place  if  economic  tendency  operates  uncontrolled.  And 
here  there  appears  to  be  no  argument  against  the  further  conclusion 
that  this  which  must  take  place  under  unregulated  economic  tendency, 
instead  of  being  that  in  which  we  must  and  should  acquiesce,  is  that 
in  which  we  need  not,  and  in  which  as  just  and  courageous  men  we 
can  not,  acquiesce. 
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VALUE  AND  PRICE  THEORY  IN  RELATION  TO  PRICE- 
FIXING  AND  WAR  FINANCE 

By  B.  M.  Anderson,  Jr. 
Harvard  University 

Most  economists  have  given  scant  attention  to  legally  fixed 
prices.  The  active,  large-scale,  competitive  market,  where  prices 
are  free  to  seek  adjustment  under  the  influence  of  economic  values, 
has  received  our  chief  attention.  Mill  limits  himself  very  strictly : 
"I  must  give  warning  once  for  all,*'  he  says,  "that  the  cases  I  con- 
template are  those  in  which  values  and  prices  are  determined  by 
competition  alone.  In  so  far  only  as  they  are  thus  determined, 
can  they  be  reduced  to  any  assignable  law."  Later  writers  have 
added  their  law  of  monopoly  price,  based  on  the  principle  of 
maximum  net  return  to  the  monopolist,  but  few  writers,  in  dis- 
cussing the  general  theory  of  value  and  price,  have  gone  beyond 
that.  Mediaeval  theory  dealt  largely  with  fixed  prices,  but  from 
the  moral,  rather  than  the  economic,  viewpoint,  for  the  most  part. 
In  discussions  of  railway  rate-making,  we  have  chiefly  discussed 
legal  and  moral  questions.  We  have  here,  however,  developed  a 
good  deal  of  economic  analysis,  considering  the  influence  of  rates 
on  different  industries,  on  different  sections  of  the  country,  and 
on  the  volume  of  railway  traffic.  The  problem  of  legally  fixed 
minimum  wages  has  led  some  writers  to  grapple  with  fundamentals, 
and  here  I  would  especially  refer  to  Professor  Seager's  lucid  an- 
alysis in  his  presidential  address  before  the  American  Association 
for  Labor  Legislation  in  December  of  1912. 

On  the  whole,  one  gets  the  impression  from  the  textbooks  that 
legally  fixed  prices  are  either  futile  or  harmful,  apart  from  the 
case  of  monopoly,  where  there  is  a  surplus  above  costs  to  bear  the 
shock.  The  discussion  of  usury  laws  is  typical.  The  doctrine 
there  is  that  usury  laws  are  either  ineffective,  because  the  legal 
rate  of  interest  is  put  high  enough  not  to  interfere  with  the  natural 
rate,  or  else  are  evaded,  or  else  drive  capital  away  from  the  com- 
munity where  the  legal  rate  is  enforced.  The  difficulty  of  enforcing 
fixed  prices,  the  danger  of  forcing  merchants  to  close  their  shops, 
the  danger  of  driving  supplies  away  from  the  market,  or  of  stop- 
ping production,  have  all  been  emphasized,  and  have,  moreover, 
been  abundantly  illustrated  from  the  history  of  such  attempts. 
Most  economists  have  had  grave  misgivings  about  the  policy  of 
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price-fixing  which  the  present  war  has  brought  upon  us  in  Amer- 
ica, and  there  has  been  no  clear  statement  of  theory  from  those 
engaged  in  fixing  the  prices  which  would  serve  to  reassure  them. 
Writers  in  trade  journals  have  been  much  perturbed  by  the  **re- 
peal  of  the  law  of  supply  and  demand.''  There  can  be  no  doubt 
that  practice  is  ahead  of  theory  in  the  present  situation.  One 
gentleman  engaged  with  regulating  prices  is  reported  to  have  said : 
"We  have  no  theory.  We  are  merely  meeting,  with  a  new  ruling, 
each  new  contingency  as  it  arises.''  This  paper  cannot  pretend 
to  offer  an  adequate  theory  for  the  new  situation,  but  it  can  raise 
some  questions,  based  on  the  developments  in  the  actual  course 
of  price-fixing,  which  will  pave  the  way  for  a  more  comprehensive 
view  of  the  new  problems. 

In  the  six  or  seven  weeks  that  have  been  available  for  the  prep- 
aration of  this  paper,  it  has  been  impossible  to  make  the  detailed 
investigation  of  the  facts  that  would  be  required  if  the  conclusions 
here  presented  made  pretence  to  finality.  The  chief  attention  has 
been  given  to  wheat  and  fiour,  copper,  and  coal.  I  am  far  from 
sure  that  I  have  an  adequate  grasp  of  the  facts  regarding  these 
commodities.  Men  in  the  trades  express  widely  varying  opinions. 
The  trade  journals  likewise  present  a  wide  range  of  opinion*  Even 
the  government  officials  seem  far  from  agreement  as  to  what  has 
been  accomplished,  and  what  may  be  safely  expected.  The  tenta- 
tive conclusions  reached  are  as  follows:  the  price-fixing  policy 
has  been  a  success  in  wheat  and  flour;  it  has  been  successful  in 
copper;  it  has  done  good  in  the  case  of  anthracite  coal;  it  has 
done  much  harm  and  little  good  in  the  case  of  bituminous  coal, 
but  the  situation  is  improving  there,  and  there  are  possibilities  of 
further  developments — ^later  to  be  mentioned — which  may  make 
the  regulation  of  bituminous  coal  one  of  the  most  important  parts 
of  the  whole  program. 

Economic  values  are  primarily  concerned  with  the  guidance  of 
production  and  consumption.  When  values  are  rising  for  a  given 
commodity,  the  tendency  is  for  labor  and  capital  to  flow  into  the 
industry  which  produces  that  commodity,  and  away  from  indus- 
tries where  values  are  falling  or  are  stationary.  When  values 
rise,  moreover,  the  tendency  is  for  consumption  to  be  checked,  for 
existing  stocks  to  be  more  economically  utilized.  But  economic 
values  are  only  part  of  a  wider  social  value  system,  concerned  with 
the  guidance  and  control  of  social  activity.  This  wider  systeoi 
includes  social  moral  values,  and  legal  values,  as  well.    AH  tbmt 


Digitized  by* 


Price-Fixing  and  War  Finance  241 

values  manifest  themselves  to  a  given  individual  as  objective  pres- 
sures or  lures.  They  are  psychological  in  character,  but  they  grow 
out  of  the  complex  interplay  of  the  minds  of  many  men.  They  rep- 
resent, to  a  given  individual,  the  minds  of  the  rest  of  the  group, 
putting  pressure  on  him,  or  offering  him  lures.  Legal  values,  or 
laws,  are  that  part  of  the  social  will  which  will  be  backed  up,  if 
need  be,  by  the  organized  physical  force  of  the  group,  through 
the  government.  Social  moral  values  are  values  which  the  group 
enforces  by  praise  or  blame,  by  cold  shoulders  and  ostracism,  or 
by  honor  and  approbation.  Social  economic  values  are  values 
which  the  group  enforces,  under  a  system  of  free  enterprise,  by 
profits  and  losses,  by  riches  and  bankruptcy.  Under  a  socialistic 
system  the  economic  values  would  not  immediately  guide  produc- 
tion, but  would  guide  the  bookkeeping  and  planning  of  the  govern- 
ment, and  lie  behind  the  laws  or  authoritative  commands  which 
immediately  control  the  activity  of  labor,  and  the  utilization  of 
the  land  and  capital  of  the  group. 

We  have  been  used  to  think  of  two  main  types  of  social  organiza- 
tion, and  two  main  ways  of  guiding  the  employment  of  labor  and 
capital.  The  system  of  free  enterprise,  where  prices,  controlled 
by  economic  values,  guide  production  and  consiunption,  we  think 
we  understand.  Our  economic  theory  has  been  worked  out  to  ex- 
plain it.  We  have  also  devoted  much  theoretical  analysis  to  the 
socialistic  system,  where  the  state  owns  the  land  and  capital  goods, 
and  where  labor  is  subject  to  authoritative  control.  It  has  been 
assumed  that  these  two  systems  are  mutually  exclusive,  that  you 
can  have  one  or  the  other,  but  that  you  cannot  mix  them. 

In  fact,  however,  we  do  find  them  mixed.  In  the  socialistic 
Utopias,  we  often  find  schemes  for  the  automatic  guidance  of  labor 
imder  a  system  of  varying  wages,  working  on  commercial  prin- 
ciples; and  in  our  system  of  free  enterprise  we  have  many  cases 
of  state  activity,  and  cases  where  the  state  commandeers  property 
or  even  life.  The  conscripted  army,  or  the  conscripted  posse 
comitatus^  would,  of  course,  be  extreme  cases  of  this. 

Further,  we  find  many  cases,  both  under  the  system  of  legal 
control  and  under  the  system  of  free  enterprise,  where  men  per- 
form services,  and  perform  them  well,  under  the  influence  of  values 
which  are  neither  legal  nor  economic.  There  are  many  unpaid, 
or  inadequately  paid,  governmental  officials  who  find  their  reward 
primarily  in  prestige,  in  the  approbation  of  the  group.  There 
are  positions  of  dignity  and  honor  in  the  world  of  business,  and 
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very  especially  in  the  professions,  which  men  prize  more  for  the 
sake  of  prestige  and  dignity  than  for  the  income  they  bring. 
Every  day,  in  every  trade,  commonplace  men  are  more  upright 
than  the  law  requires  them  to  be,  because  they  wish  the  esteem 
of  their  fellows.  It  is  no  mere  pious  wish  that  is  expressed  in  the 
saying,  "A  good  name  is  rather  to  be  desired  than  great  riches.** 
Most  men  live  by  that.  Social  expectation  is  the  most  powerful 
steady  motive  force  in  social  life.  It  is  only  when  great  riches, 
regardless  of  how  they  are  obtained,  command  the  respect  and 
awe  of  the  group,  that  the  normal  man  will  sacrifice  other  forms 
of  honor  to  gain  the  honor  which  great  riches  confer.  We  cannot 
begin  to  understand  the  possibilities  of  the  present  governmental 
program  until  we  have  given  attention  to  the  power  of  these 
values,  which  are  neither  legal  nor  economic,  on  the  lives  and  activ- 
ities of  men. 

More  than  that,  we  must  recognize  that  in  the  most  complete 
system  of  free  enterprise,  the  law  enters  at  every  step.  Free 
enterprise  involves  contract,  and  contract  is  a  legal  fact.  The 
entrepreneur  dreads  bankruptcy,  and  bankruptcy  is  a  legal  fact. 
Moreover,  economic  values  are  compounded  of  many  elements, 
among  them  the  laws  that  govern  the  distribution  of  wealth.  If 
the  law  should  equalize  fortunes  in  New  York  City,  we  should  find 
the  values  and  prices  of  Riverside  palaces  and  steam  yachts  sink- 
ing, and  the  values  and  prices  of  the  luxuries  of  the  erstwhile  poor 
rising,  even  though  individual  utility  schedules  remained  un- 
changed. Tariff  and  other  tax  laws  reflect  thonselves  promptly 
in  prices,  and  the  stock  market  is  constantly  watching  court  de- 
cisions and  legislation,  and  marking  stocks  up  and  down  in  re- 
sponse to  them.  Moral  factors  are  likewise  constantly  at  play 
in  the  economic  value  situation.  The  stocks  and  bonds  of  the 
Distillers  Securities  Corporation  are  well  below  what  they  would 
be  if  there  were  no  opprobrium  attached  to  owning  them.  Govern- 
ment bonds  sell  above  their  natural  level  because  of  patriotic  sup- 
port. In  times  of  financial  stress,  legal  forces  are  called  in  to  aid 
in  sustaining  the  waning  economic  values — moratoria  and  legal 
holidays  are  declared.  The  government,  the  banks,  and  the  stock 
exchanges  cooperate  in  organizing  non-economic  forces  to  avert 
the  collapse.  Minimum  prices  are  set  for  securities.  Sales  below 
these  prices  are  prevented.  The  securities,  if  unmarketable  at 
these  prices,  are  still  available  as  bankable  collateral  at  these 
prices,  and  are  valid  for  the  purpose  of  averting  the  legal  fact 


Digitized  by 


Goot 


Price-Fixing  and  War  Finance  i4tS 

of  bankruptcy.  The  government  is,  of  course,  not  the  only  insti- 
tutional center  with  power  and  prestige.  The  banks  and  the  stock 
market  alone  may  do  it. 

We  may  well  find,  therefore,  that  the  present  governmental 
policy  is  not  so  anomalous  as  it  at  first  appears.  It  presents 
anomalies  for  our  current  economic  theory  chiefly  because  that 
theory  has  been  highly  abstract  and  unrealistic,  worked  out  in 
a  vacuum,  on  the  assumption  that  there  are  such  things  as  pure 
economic  forces. 

Where  the  state  contents  itself  with  a  fiat,  fixing  retail  prices, 
but  leaving  the  rest  of  the  economic  situation  uncontrolled,  we 
may  well  expect  the  law  to  be  a  failure.  Some  merchants  will  obey 
it,  but  if  the  price  fixed  is  below  the  wholesale  price,  bankruptcy 
will  prevent  their  obeying  it  very  long.  The  temptation  to  evade 
the  law,  to  sell  secretly  to  favored  customers  at  higher  prices,  or 
to  shut  up  their  shops  entirely,  will  be  irresistible.  History  is 
full  of  such  cases.  But  we  have  a  different  problem  when  the  state 
undertakes  to  control  the  whole  chain  of  prices  leading  up  to  the 
retail  price.  Clearly  if  the  retailer  can  buy  at  a  wholesale  price 
which  allows  him  a  living  profit,  he  will  be  able  to  sell  at  the 
legally  fixed  price.  Will  he  sell  at  that  price?  He  has  more 
demand  at  that  price  than  he  can  supply.  The  answer  given  by 
our  conventional  demand  and  supply  analysis  is,  therefore,  that 
he  will  raise  his  price  anyhow.  His  customers,  competing  for  the 
inadequate  stock,  will  bid  up  the  price.  But  we  have  been  seeing 
a  different  situation  in  the  case  of  sugar  in  recent  months,  par- 
ticularly in  New  England  and  New  York.  In  Massachusetts, 
where  I  have  been  able  to  watch  the  thing  most  closely,  the  retailer 
has,  in  general,  kept  pretty  close  to  the  price  suggested  by  the 
regulating  boards.  There  has  been,  for  the  retail  market,  in- 
formal suggestion  rather  than  strict  legal  control.  But  it  has 
been  effective.  When  supplies  have  been  exhausted,  consumers 
have  waited  for  more.  Stocks  have  been  rationed  out,  sales  being 
limited  to  ten  pounds,  and  finally  to  two  pounds,  or  one  pound, 
for  each  customer  at  a  given  time.  The  preference  has  been  given 
to  regular  customers  as  a  rule.  I  have  found  no  evidence  at  all 
that  rich  customers  have  been  favored,  though  probably  that  has 
occurred  at  times.  Customers  have  themselves  withheld  their 
purchases.  Anxious  and  able  to  pay  high  prices  to  get  more  sugar, 
they  have  restrained  themselves,  and  put  pressure  on  their  neigh- 
bors, to  help  make  the  inadequate  supply  go  around.     The  re- 
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taller  has  felt  some  pressure  from  the  law,  more  from  public 
opinion,  a  good  deal  from  the  wholesalers,  who  have  at  times  re- 
fused to  sell  more  sugar  to  the  few  retailers  who  have  ventured 
to  raise  their  price.  On  the  whole,  the  retail  price  of  sugar  has 
been  held  far  below  the  level  that  would  have  obtained  had  there 
been  no  effort  to  control  it.  Nor  is  there  any  reason  to  believe 
that  higher  retail  or  wholesale  prices  of  sugar  would  have  hastened 
by  one  day  the  inflow  of  sugar  from  Cuba,  Louisiana,  and  the  beet- 
sugar  sections.  Unrestricted  bidding  for  the  inadequate  stock, 
town  against  town,  and  rich  against  poor,  would  have  led  to  a 
different  distribution  of  the  existing  stocks,  and  a  much  less  satis- 
factory distribution,  but  not  to  more  sugar.  It  was  a  case  of 
temporarily  strictly  fixed  supply,  and  the  price-fixing  policy,  ac- 
companied by  the  rationing  out  of  the  stock,  was  the  best  soluticm 
that  could  have  been  quickly  devised. 

We  need  not  go  far  in  the  explanation  of  the  success  of  the 
efforts  to  restrain  the  price  of  sugar  at  retail.  It  is  explicable 
on  ordinary  commercial  principles,  when  the  various  factors  we 
have  been  considering  are  taken  into  account.  The  retaOer  views 
his  business  as  a  whole.  His  ^^good  will"  is  a  valuable  thing,  which 
he  has  built  up  slowly,  and  which  he  doesn't  care  to  pat  in 
jeopardy.  If  he  had  sold  his  sugar  at  high  prices  to  his  richest 
customers,  he  would  have  lost  more  than  he  would  have  gained. 
How  far  this  would  apply,  however,  in  restraining  him  if  a  dozen 
staples  were  involved  is  not  so  clear.  More  is  involved  than  the 
balancing  of  profit  and  loss.  But  the  larger  the  percentage  of 
his  business  involved  in  the  price-fixing  policy,  the  harder  it  will 
be  to  hold  him.  In  the  case  of  retail  coal  dealers,  for  example, 
whose  whole  business  is  in  the  one  commodity,  there  is  evidence 
enough  of  a  great  deal  of  profiteering,  in  the  absence  of  definite 
legal  restraint.  Even  here,  however,  the  force  of  public  opinion 
has  been  very  great,  and  coal  dealers  have  shown  great  moderation, 
and  a  real  sense  of  public  responsibility  in  rationing  out  their 
stocks,  so  that  all  of  their  customers  might  have  consideration. 

I  do  not  think  that  the  problem  of  holding  dealers,  retailers 
and  wholesalers,  to  a  reasonable  margin  of  profit  is  a  serious  one, 
viewed  as  a  war-time  matter,  and  viewed  as  a  short-run  matter. 
Legal  and  moral  pressures  will  accomplish  it,  if  the  margin  be  not 
too  narrow,  and  if  the  expectation  be  clear  that  it  is  not  to  last 
forever.  What  about  the  problem,  however,  as  we  go  further  back 
in  the  chain,  back  to  manufacturers,  and  back  still  fiirUiery  to 
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miners,  farmers,  and  limibermen,  who  supply  raw  materials,  or 
back  to  the  laborers,  who  are  "ultimate  factors  of  production" 
at  every  stage?  How  far  is  it  possible  to  put  pressures  of  a  non- 
economic  sort  on  them,  to  induce  them  to  forego  the  prices  they 
could  expect  under  the  free  play  of  economic  values? 

On  the  whole,  we  may  expect  among  manufacturers,  laborers, 
mine-owners  and  farmers  the  same  general  human  nature,  and  the 
same  sort  of  responsiveness  to  social  pressures,  that  we  find  among 
retailers  and  wholesalers.  The  questions  to  be  answered  regarding 
them  relate  to  the  possibility  of  applying  the  social  pressures, 
and  the  possibility  of  their  being  able  to  respond  to  them.  It  is 
easy  to  apply  social  pressure  to  conspicuous  men  and  to  large 
corporations.  If  they  violate  the  law,  evidence  is  obtainable,  and 
juries,  especially  in  war-time,  will  take  pleasure  in  convicting 
them.  The  finger  of  scorn  is  easily  pointed  at  them,  and  they 
can  be  made  to  wince  before  public  condemnation.  Moreover, 
the  fact  that  a  given  man  or  corporation  is  handling  large  enter- 
prises makes  it  easy  to  see  that  the  public  welfare  is  really  af- 
fected, and  great  praise  is  given  to  conspicuous  services — as  in 
the  case  of  Mr.  Ford.  Where  industry  is  concentrated,  therefore, 
control  by  non-economic  values  is  easy.  The  railroads  have  been 
operated,  since  the  war  began,  with  a  primary  purpose  of  serving 
the  country,  and  with  prc^ts  made  incidental — ^very  incidental! 
The  banks  and  stockbrokers  have  given  great  services,  and  services 
which  have  cost  them  a  good  deal  of  money,  gratuitously.  The 
great  copper  mines  and  concentrated  copper  selling  agencies  have 
been  brought  under  governmental  direction  by  an  organization 
within  the  trade  itself,  which  controls  the  shipments,  as  well  as 
the  price,  and  which  is  really  selling,  at  the  price  fixed,  exclusively 
to  those  customers  who  need  the  copper  for  public  purposes. 
Anthracite  coal  is  concentrated  in  a  few  hands,  and  the  control 
of  that  industry  has  been  fairly  simple.  But  the  farmers  are  scat- 
tered and  numerous.  Bituminous  coal  mines  are  also  numerous 
and  scattered.  Laborers  are  most  niunerous,  most  obscure,  anony- 
mous, hardest  of  all  to  bring  to  the  bar  of  public  opinion.  It  is 
also  hard  to  bring  legal  pressure  to  bear  on  farmers  and  laborers. 
They  are  so  numerous  that  their  political  power  is  great.  They 
have,  moreover,  definite  class  feeling  and  have  a  sense  that  they 
have  been  much  exploited  in  the  past,  and  these  ideas  are  shared 
by  many  of  the  rest  of  us.  They  thus  have  social  values  of  their 
own  which  tend  to  resist  outside  social  pressures,  and  the  outside 
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social  pressures  are  weaker  because  many  who  are  not  laborers 
or  farmers  share  the  standards  of  the  farmers  and  laborers.  To 
coerce  farmers  and  laborers  is  virtually  impossible.  They  must 
share  the  collective  sentiment  and  feeling  which  impel  them  to  sac- 
rifice their  economic  interests,  if  they  are  to  make  sacrifices.  Some- 
thing of  the  same  sort  is  true  of  the  grain  and  flour  trade,  although 
there  is  much  more  organization  there,  closely  interwoven  through 
boards  of  trade,  private  wires,  and*great  milling  organizations.  H 
is  perhaps  not  necessary  to  enlist  the  good  will  of  the  anthracite 
mine  owners,  or  the  steel  corporations,  or  the  copper  mines  and 
selling  agencies.  They  can  be  forced  to  act  in  the  public  interest. 
It  is  fortunate  that  their  good  will  has  been  enlisted,  none  the  less. 
But  it  is  vital  that  the  good  will  of  farmers  and  laborers  be  util- 
ized. A  policy  of  coercion  and  antagonism  would  be  very  harmful 
there.  It  is  a  great  misfortune  that  the  bituminous  coal  trade  was 
violently  antagonized  and  thrown  into  a  state  of  bitter  resentment 
when  the  government  first  took  action  with  reference  to  the  price 
of  bituminous  coal.  This  resentment  Mr.  Garfield  has  done  much 
to  lessen  in  recent  weeks. 

Where  it  is  possible  to  utilize  an  unquestioned  public  ideal, 
which  virtually  all  men  share,  as  your  agent  of  social  control, 
even  the  obscure  individual  can  be  reached.  It  is  not  hard  to 
shame  the  obscure  slacker,  who  evades  his  duty  as  a  soldier,  be- 
cause his  neighbors  and  associates  condemn  him.  It  is  not  hard, 
moreover,  to  control  the  obscure  retailer,  because  his  customers 
have  an  interest  in  putting  pressure  on  him.  But  if  pressure  be 
put  on  a  whole  large  class,  which  the  class  resents,  the  obscure 
individual  in  that  class  has  a  social  standard  to  which  he  can 
appeal,  finds  sympathy  among  those  for  whose  good  opinion  he 
most  cares,  and  can,  moreover,  hope  to  escape  even  legal  penalties, 
because  he  expects  to  be  dealt  with  by  a  jury  of  his  own  kind. 

The  good  will  of  the  grain  trade,  and  the  flouring  industry, 
seems  to  have  been  won.  Mills  producing  well  over  90  per  cent 
of  the  output  of  flour  have  signed  without  question  the  agreement 
to  keep  to  the  government's  price  of  wheat,  and  have  accepted 
the  government's  restrictions  on  their  profits.  Wheat  has  come 
slowly  to  the  market  from  the  farms,  and  there  has  been  tempta- 
tion to  exceed  the  government's  price.  But  the  opinion  of  the 
best  informed  men  in  the  trade  seems  to  be  that  little  of  that  has 
been  done.  In  some  cases  there  has  been  an  evasion  to  the  extent 
of  a  few  cents  per  bushel,  in  that  inferior  grades  of  wheat  Iwfc 
been  accepted  at  the  price  of  the  best  grade,  but  the  diiferentiali 
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are  close  in  any  case,  and  this  evasion  has  not  meant  much.  More- 
over, even  this  seems  to  have  been  promptly  stopped  on  intimation 
from  the  Grain  Corporation  that  it  would  not  be  tolerated.  The 
price  of  flour  has  not  been  fixed.  Rather,  the  millers  have  been 
limited  as  to  their  profits,  both  on  flour  and  on  by-products.  There 
is  imcertainty  in  the  trade  as  to  how  the  profit  should  be  com- 
puted. Overhead  charges  are  not  easy  to  apportion,  and  there 
is  the  further  complication  that  the  earlier  months  of  the  crop 
year  are  the  busy  months,  and  that  allowance  must  be  made  for 
the  dull  months  to  come  after  January  next.  Millers  do  not  ex- 
pect to  make  much  money  this  year,  though  they  seem  to  feel  that 
they  will  come  out  even,  and  are  viewing  the  situation  cheerfully, 
and  grinding  all  the  grain  they  can  get.  It  may  be  added'  that 
the  regulating  authorities  have  also  regulated  the  amount  of  wheat 
that  millers  may  buy,  and  are  holding  in  check  by  this  means  com- 
petition among  the  miUers  for  wheat.  The  millers  report  their 
daily  purchases  of  wheat.  They  are  gratified  that  the  govern- 
ment expects  to  send  flour,  rather  than  wheat,  to  Europe,  thus 
enabling  them  to  continue  in  business.  They  are  acquiescing  read- 
ily enough  in  the  requirement  that  different  grades  of  wheat  be 
blended  in  their  flours,  in  fixed  proportions.  This  interferes  with 
brands  and  trade  marks,  but  they  are  making  little  complaint 
about  it.  The  main  purpose  of  this  blending  requirement  is,  of 
course,  to  protect  the  scant  supply  of  hard  wheat.  There  is, 
however,  an  incidental  effect  which  is  also  of  importance  for  our 
purposes.  The  government  has  established  fixed  differentials  be- 
tween the  different  grades  of  wheat.  In  a  free  market,  differen- 
tials naturally  vary.  When,  however,  the  proportions  of  different 
grades  in  the  blend  are  prescribed,  the  difficulty  of  holdmg  to  the 
fixed  differentials  is  lessened.  The  jobbers  in  flour  have  been  given 
time  to  work  off  their  flour  purchased  at  the  high  prices  of  last 
June.  But  for  the  rest,  they  are  restricted  to  a  margin  of  75 
cents  per  barrel.  Probably  this  margin  is  too  low.  The  cost  of 
jobbing  with  the  largest  Boston  houses  has  been  49  cents.  Other 
bouses  in  Boston  have  costs  of  70  cents.  In  New  York  the  cost 
is  probably  above  this.  The  lowest  cost  reported  anywhere  is 
48  cents,  but  that  was  on  carload  lots.  Smaller  houses  in  very 
many  cases  have  costs  substantially  exceeding  75  cents.  They 
can  stand  the  thing  for  a  while,  however,  the  more  as  flour  is  only 
one  part  of  their  business. — I  call  attention  here  to  what  I  believe 
has  been  a  serious  error  in  the  government's  policy,  at  points — 
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the  effort  to  shave  prices  and  margms  too  closely.  This  has  been 
especially  the  case  in  the  soft  coal  industry,  where,  for  reasons 
already  indicated,  coercion  is  hard  to  apply  as  compared  with 
the  more  concentrated  industries,  whose  prices  seem  to  have  been 
more  generously  fixed. — Control  over  both  millers  and  jobbers  in 
fiour  has  been  obtained,  under  the  Lever  Bill,  by  a  system  of 
licenses,  without  which  they  cannot  do  business,  and  to  obtain 
which  they  must  make  a  definite  contract  with  the  Grain  Cori>ora- 
tion  to  hold  to  the  prices  and  margins  set.  Control  over  the  retail 
price  of  fiour  has  been  to  a  large  degree  informal,  although  the 
license  system  is  being  extended  to  retail  stores.  But  the  retail 
price  of  flour  has  been  held  well  down.  The  trade  seems  to  be  of 
the  opinion  that  the  government's  policy  has  prevented  the  price 
of  fiour  from  soaring  to  unprecedented  heights.  Where  flour  is 
now  selling  at  $12  to  $1S  per  barrel,  at  retail,  the  trade  thinks 
it  would  have  gone  to  $25  per  barrel  in  the  absence  of  restrictions. 
In  dealing  with  the  farmers,  the  government  has  recognized  the 
difficulties  already  discussed.  They  cannot  be  legally  coerced. 
The  price  paid  for  wheat  must  be  high.  They  must  feel  that  they 
are  being  justly  dealt  with.  There  has  been,  incidentally,  a  deli- 
cate political  balance  to  be  worked  out  as  between  laborers,  de- 
manding low  food  prices,  and  farmers  demanding  high  prices. 
The  greater  concessions  have  probably  been  made  by  the  farmers, 
but  the  price  of  wheat  is  reasonably  high  for  this  year,  and  a 
high  price  for  next  year  has  been  guaranteed.  There  was  a  curious 
though  natural  miscalculation  of  the  course  the  farmers  would 
take  in  marketing  their  wheat.  Last  June,  the  men  who  were 
working  at  the  problem  felt  that  there  was  grave  danger  that  the 
wheat  market  would  collapse  when  the  new  wheat  began  to  come 
in  in  large  volume.  Ordinarily  the  volume  of  wheat  to  be  carried, 
at  a  given  time,  by  dealers  and  speculators  is  small.  Wheat  is 
promptly  exported  or  brought  by  millers  as  it  comes  to  market. 
But  with  the  submarine  war,  and  the  shortage  of  ocean  vessels, 
it  was  feared  that  several  times  the  normal  amount  of  wheat,  at 
twice  the  normal  prices,  would  pile  up  in  the  primary  markets  at 
a  given  time.  Elevator  facilities  were  possibly  adequate  to  meet 
this,  but  it  was  feared  that  financial  facilities  were  not,  that  the 
trade  would  be  unable  to  prevent  a  slump  in  the  price  of  wheat 
It  was  in  part  for  this  reason  that  $160,000,000,  as  a  ^^revolving 
fimd,"  was  provided  in  the  Lever  Bill,  to  be  used  in  market  opera- 
tions, to  stabilize  the  price  of  wheat.    It  was  originally  planned 
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to  fix,  not  one  price  of  wheat,  but  rather,  maximum  and  minimum 
prices,  to  be  maintained  by  commercial  operations,  making  the 
government  the  largest  dealer  in  the  grain  market,  buying  with- 
out limit  at  the  lower  price,  and  selling  without  limit  at  the  higher 
price.  It  was  proposed  by  some,  as  a  means  of  inducing  the 
farmers  to  hold  back  their  wheat,  that  these  maximum  and  mini- 
mum prices  be  advanced  month  by  month,  by  an  amount  that 
would  equal  carrying  charges.  Fortunately  this  plan  of  advancing 
the  price  month  by  month  was  not  adopted.  The  other  plan,  of 
maximum  and  minimum  prices,  would  have  been  an  interesting 
experiment,  but  would  have  left  the  government  with  less  effective 
control  of  the  situation  than  it  now  possesses.  The  chief  difficulty 
the  present  plan  has  met  has  been  the  slowness  with  which  the 
fkrmers  have  brought  their  wheat  to  market.  The  explanation 
of  this  is  not  clear.  Probably  a  good  many  farmers,  prosperous 
and  able  to  borrow  on  easy  terms  at  the  banks,  have  been  holding 
their  wheat,  waiting,  on  the  chance  that  the  price  might  go  higher. 
To  no  small  extent,  there  has  been  real  dissatisfaction  with  the 
price  fixed.  There  have  been  cases  where  the  farmers,  in  their 
dissatisfaction,  have  turned  winter  wheat  land  to  rye,  because 
there  is  no  immediate  prospect  of  limitation  of  the  price  there. 
The  farmers  must  be  dealt  with  on  a  commercial  basis,  if  con- 
tinuous production  is  to  be  assured.  They  must  in  any  case  get 
their  costs  of  production.  And  cost  of  production — the  older 
economists  to  the  contrary  notwithstanding! — includes  agricul- 
tural rent.  If  land  can  be  used  advantageously  to  produce  other 
things  than  wheat,  it  will  not  be  used  for  wheat  unless  the  price 
of  wheat  yields  a  rent  that  equals  that  to  be  obtained  from  the 
other  use.  On  the  whole,  the  $2.00  guarantee  for  next  year  seems 
to  be  sufficient  to  increase  the  production  of  wheat  next  year.  The 
acreage  of  winter  wheat  is  greater  than  in  December  of  1916,  by 
4  per  cent.  Of  course,  the  $2.20  for  wheat  this  year  has  no  effect 
on  the  present  crop  year.  Nor  can  the  farmers  expect  to  get 
more  than  that  this  year.  Legal  coercion  is  probably  wholly  un- 
necessary. The  farmers  face  an  absolute  buyers'  monopoly,  like 
that  which  the  Tobacco  Trust  presented  to  the  tobacco  growers. 
Nobody  can  buy  wheat  without  a  government  license,  for  milling 
purposes,  and  the  export  trade  in  wheat  is  wholly  in  the  hands 
of  the  government's  Grain  Corporation.  But  this  buyers'  monop- 
oly is  far  more  effective  than  any  private  monopoly  could  be.  It 
is  unassailable  at  law.    It  has  back  of  it  the  prestige  of  the  gov- 
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crnment.     It  can,  if  need  be,  call  on  the  banks  to  put  pressure 
on  the  farmers  who  are  reluctant  to  sell. 

Not  only  production  and  marketing,  but  also  consumption  has 
been  in  large  part  controlled  by  non-economic  values.  Mr.  Hoover 
has  inaugurated  a  campaign  of  suggestion  to  divert  consumers 
from  wheat  to  other  grains.  Very  much  has  been  done  here,  but 
not  enough.  Some  of  the  poorer  people  have  undoubtedly  in- 
creased their  consumption  of  wheat  bread,  as  the  price  of  meat 
has  risen.  But  even  this  has  been  less  by  far  than  would  have 
been  the  case  without  the  campaign  of  suggestion,  and  among  the 
more  fortunate  elements  in  society  the  reduced  consumption  of 
wheat  has  been  very  marked.  Probably  it  will  be  necessary  to 
stop  the  production  of  wheat  flour  entirely,  and  to  provide  a 
standard  "war  flour*'  in  which  wheat  is  blended  with  com,  barley, 
and  rye.  The  wheat  supply  is  short.  But  the  machinery  exists  to 
accomplish  this  readily. 

In  handling  the  wheat  problem,  the  fact  that  the  existing  ma- 
chinery of  the  grain  trade  performs  vital  functions  has  been 
recognized.  The  fact  that  prices  regulate  production  and  con- 
sumption has  been  recognized.  Whenever  the  government  has 
interfered  with  the  automatic  working  of  the  old  mechanism,  it 
has  provided  a  substitute.  Price-regulation  has  been  merely  a 
part  of  a  comprehensive  scheme.  Non-economic  values  have  been 
brought  to  bear  as  the  operation  of  economic  values  has  been 
interfered  with ;  governmental  machinery  of  coordination  and  con- 
trol has  been  provided  as  the  regulative  and  guiding  activities  of 
speculators  and  entrepreneurs  have  been  dispensed  with. 

In  the  copper  industry  the  existing  machinery  of  the  trade  has 
been  used.  A  copper  committee,  made  up  of  leading  copper 
dealers,  has  control  over  the  shipments  of  copper.  The  price  is 
fixed  by  agreement  with  the  government.  The  Lever  Bill,  con- 
cerned with  food  and  fuel,  has  not  given  authority,  apparently, 
for  coercion,  but  the  copper  men  have  known  that  the  government 
could  get  the  authority  if  it  needed  it,  and  have  acquiesced  readily 
in  the  government's  proposals.  The  23^^  cents  per  pound  price 
for  copper  seems  adequate.  Men  in  the  trade  say  that  while  there 
may  be  mines  which  cannot  operate  on  that  basis,  they  are  not 
"real  mines,"  and  their  contribution  to  the  total  output  is  a  small 
fraction  of  one  per  cent  of  the  total.  When  the  further  fact  is 
added  that  the  total  output  is  now  under  control,  and  is  being 
sent  where  it  meets  the  most  important  public  purposes,  I  thmk 
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that  we  cannot' deny  the  success  of  the  policy  in  dealing  with 
copper.  The  price  fixed,  several  cents  lower  than  prices  that  had 
prevailed,  permits  the  mine  owner  to  meet  expenses  of  production. 
Expense  of  production,  in  the  copper  mines,  for  short-run  pur- 
poses, does  not  include  the  rent  of  mines.  The  mines  cannot  be 
turned  from  copper  to  coal,  as  agricultural  land  can  be  turned 
from  wheat  to  com  or  rye.  Land  rent  is  a  necessary  part  of  cost 
of  production  only  when  there  are  alternative  uses,  or  when  there 
is  danger  that  the  land  will  not  be  kept  up  to  its  normal  efficiency. 
Of  course,  if  no  rent  at  all  is  allowed  the  mines,  there  is  danger 
of  wasteful  mining,  with  the  ultimate  ruin  of  the  mines,  but  as  a 
short-run  policy,  we  need  not  worry  about  this  in  the  case  of 
copper. 

A  very  large  part  of  the  reduction  of  prices  falls,  simply,  on 
business  profits,  and  on  rents  of  fixed  investments,  mines,  good 
will,  and  other  non-transferable  forms  of  wealth.  But  there  is 
one  elenent  in  expense  of  production  which  cannot  be  refused, 
and  that  is  wages.  Labor  is  the  least  specialized  concrete  factor 
of  production,  particularly  that  unskilled  labor  which  is  needed 
to  work  with  skilled  labor  in  almost  every  occupation.  If  the 
price  fixed  is  so  low  as  to  interfere  with  wages,  in  any  line,  pro- 
duction in  that  line  must  be  curtailed  at  once. 

In  the  case  of  bituminous  coal,  the  facts  are  still  obscure.  The 
cut  there  was  drastic.  The  industry  is  little  concentrated,  and 
there  are  many  small  mines,  run  not  in  the  most  business-like 
fashion.  The  cost  data  which  they  had  in  past  years  supplied 
their  own  stockholders  had  been  too  low,  leaving  out  adequate 
allowances  for  wasting  assets,  for  betterments,  and  similar  items. 
To  a  considerable  extent,  these  data  were*  the  only  source  of  in- 
formation on  which  the  government  could  act  in  setting  prices. 
That  the  prices  were  too  low  seems  to  be  conceded  by  the  govern- 
ment in  the  increases  that  have  since  been  allowed  piecemeal. 
There  is  dispute  as  to  how  far  wages  have  been  held  back,  and 
how  far  strikes  have  occurred  which  would  not  have  occurred  had 
there  been  no  restriction  on  the  price.  Probably  many  thin-vein 
mines  were  really  unable  to  operate  on  the  government's  price. 
Probably  much  unskilled  labor  has  been  lost  to  the  bituminous 
coal  fields,  in  the  period  of  demoralization  that  followed  the  price- 
fixing.  Jobbers  and  retailers,  in  both  bituminous  and  anthracite 
coal,  were  for  a  time  demoralized  by  the  new  regulations.  Banks 
hesitated  in  some  cases  to  finance  coal  shipments,  until  the  ques- 
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tions  of  margins  and  resale  of  coal  purchased  at  high  prices  should 
be  cleared  up.  There  was  nothing  like  the  careful  workin^f  out 
in  advance  of  ways  for  meeting  detailed  contingencies  that  we 
find  in  the  case  of  the  grain  and  flour  regulation.  The  bituminouB 
coal  trade  was  bitterly  resentful  of  the  failure  to  include  in  the 
regulating  board  at  the  outset  men  specially  trained  in  the  coal 
trade,  and  was  very  resentful  of  the  setting  aside  of  the  price 
reached  by  informal  agreement,  which  preceded  the  legally  fixed 
price. 

Bituminous  coal  prices  had  soared  to  unprecedented  heights  in 
the  period  preceding  August  of  1917,  when  the  new  price  was 
fixed.  But  the  rising  prices  had  led  to  an  unprecedented  increase 
of  production.  The  curves  for  bituminous  coal  for  1916  and 
1917  make  an  interesting  study.  Nineteen  hundred  and  sixteen 
was  a  year  of  extraordinary  coal  production,  but  up  to  August, 
1917  surpassed  1916  by  an  enormous  margin.  The  crest  of  1917 
production  was  in  July.  With  August,  there  came  a  violent  drop. 
There  was  some  recovery,  but  October  saw  a  second  drop  to  the 
August  level.  In  October,  the  1916  curve  passes  above  the  1917 
curve  for  one  week,  and  then  the  two  curves  move  together. 
Whatever  the  causes,  there  has  been  a  bad  setback  in  bitumin- 
ous coal  production,  coincident  with  the  price-fixing.  Not  all 
of  it  is  to  be  attributed  to  the  price-fixing  policy,  in  any  case. 
Defenders  of  the  policy  have  been  attributing  much  of  the  trouble 
to  car  shortage.  But  there  was  car  shortage  before  as  well  as 
after  the  new  policy  came  into  effect.  In  the  week  ending  October 
20,  when  production  fell  to  66  per  cent  of  mine  capacity,  only 
a  third  of  the  reduction  in  output  was  attributed  to  car  shortage 
in  the  weekly  coal  report  of  the  United  States  Greolo^cal  Survey.* 
For  other  weeks,  car  shortage  has  been  responsible  for  a  larger 
percentage  of  the  reduced  output,  but  on  the  average,  since 
August,  has  been  responsible  for  less  than  half  down  to  November 
10.  And  before  August  the  mines  were  also  contending  with  car 
shortage.  The  weekly  coal  report  of  Ajigust  4  shows  that  in  July 
car  shortage  ran  higher  than  in  October.*  The  jobbers  are  ex* 
pert  in  routeing  coal  so  as  to  avoid  congestion  of  freight,  and  the 
car  shortage  and  congestion  might  have  been  less  had  they  had 
less  interference,  and  wider  margins  to  work  on.  It  is  hard  to  get 
an  accurate  analysis  of  the  situation.    Until  very  recently,  it  has 

1  Vid0  Black  Diamond,  Nov.  17,  1917,  p.  409. 
*  Black  Diamond,  Aug.  11,  1917,  p.  107. 
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been  hard  to  get  temperate  statements  from  men  in  the  trade,  or 
from  the  coal  journals.  Nor  are  the  statements  from  some  of  the 
officials  who  have  talked  about  the  matter  as  temperate  as  one  finds 
among  the  officials  concerned  with  the  regulation  of  wheat  and 
flour.  Of  late,  there  is  evidence  of  better  feeling,  and  more  judi- 
cious statements  are  being  made.  But  I  have  found  no  one  in 
the  trade  who  questions  that  the  price-fixing  policy  has  reduced 
output  below  what  it  would  have  been  had  the  price  been  left 
alone. 

The  failure  to  recognize  differences  in  quality  of  bitmninous  coal 
by  price-differentials  has  been  a  serious  mistake.  In  at  least  one 
case,  a  mine  producing  premium  coal  has  been  shut  down,  and  a 
mine  producing  inferior  coal  with  a  high  ash  content  has  been  re- 
opened, because  there  was  no  difference  per  ton  in  the  price  of  the 
output  of  the  two  mines.  The  same  company  owned  both  mines, 
and  had  labor  enough  for  only  one.  Differentials  are  not  so  easy 
to  fix  in  coal  as  in  wheat,  but  the  coal  trade  makes  them,  on  the 
basis  of  "thermal  units,"  and  it  should  not  be  impossible  for  the 
government  to  follow  the  trade  practice. 

Fortunately,  the  drastic  cut  in  price  was  effective  only  in  slight 
degree.  The  trade  was  more  scared  than  hurt,  so  far  as  mine 
operators  were  concerned,  because  existing  contracts  were  re- 
spected, and  most  of  the  operators  in  bituminous  coal  had  enough 
contracts  to  take  care  of  the  bulk  of  their  output.  By  the  end 
of  November  I  had  heard  of  no  sales  of  bitmninous  coal  at  govern- 
ment prices  in  New  England.  There  may  have  been  such  sales, 
but  they  were  surely  exceptional.  The  jobbers  felt  themselves 
hard  hit.  Probably  the  jobbers'  margin  of  15  cents  per  ton  is 
too  low,  though  I  speak  with  great  diffidence.  But  most  of  the 
uncertainties  have  now  been  straightened  out,  production,  though 
less  than  it  would  have  been,  is  large;  and  we  are  seeing  the  be- 
ginning of  a  policy  which,  if  wisely  carried  out,  will  redeem  the 
whole  bituminous  coal  policy.  I  refer  to  the  control  of  coal  ship- 
ments, so  that  nonessential  industries  cannot  get  coal. 

It  is,  we  may  suppose,  politically  impossible  to  draft  the  labor 
of  the  country,  and  force  its  concentration  on  essential  industries. 
Coal  and  copper  can  be  drafted.  Capital  can  be  obtained  for  the 
government  at  a  rate  of  interest  far  below  the  market  rate.  But 
labor  cannot  be  drafted,  or  got  to  work  below  the  market  rate. 
There  are,  however,  several  indirect  ways  of  bringing  about  the 
concentration  of  labor  where  the  government  wishes  it  to  go. 
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Heavy  taxation  bearing  specifically  on  nonessential  industries 
will,  of  course,  free  labor  for  other  purposes.  Heavy  taxation 
of  incomes,  likewise,  will  reduce  private  demand  for  the  products 
of  labor,  and  leave  labor  cheaper  and  more  abundant  for  meeting 
the  government's  needs.  Loans  to  the  government,  even  when 
based  on  expanding  bank  credit  in  large  part,  enable  the  govern- 
ment to  draw  labor  and  raw  materials  away  from  the  nonessential 
industries,  whose  products  feel  no  increased  demand,  but  whose 
costs  rise,  as  the  competition  of  the  government  for  labor  and  raw 
materials  increases.  Further,  we  have  the  very  effective  device^  on 
which  I  should  lay  heavy  stress,  of  controlling  the  distribution 
of  copper,  coal,  steel,  cars,  etc.,  so  that  the  nonessential  industries 
can't  get  them,  and  are  obliged  to  shut  down.  It  should  be  easy, 
also,  for  the  government  to  bring  the  banks  to  curtail  loans  to 
such  industries.  Moreover,  many  industries  are  being  converted 
through  the  patriotism  or  business  acumen  of  their  managers  to 
war  purposes,  and  many  industries  are  introducing  radical  econ- 
omies in  the  use  both  of  labor  and  raw  materials,  at  the  instance 
of  the  government,  without  legal  coercion.  All  these  methods  are, 
in  fact,  working  to  the  same  end.  There  is  no  C(mflict  among 
them.  It  seems  to  me  that  much  of  our  controversy  over  methods 
of  war  finance  has  been  needless,  so  far  as  this  point  is  concerned. 

We  are  met  with  an  objection,  however,  growing  out  of  the 
quantity  theory  of  money,  which  must  receive  brief  consideration* 
It  is  argued  that  price-fixing  is  futile.  Gold  has  come  into  the 
country  in  great  quantity,  and  the  government's  i)olicy  of  financ- 
ing the  war  in  large  part  by  loans  is  leading  to  a  considerable 
expansion  of  bank  credit.  These  facts  must  force  up  the  price 
level,  the  average  of  prices.  If  some  prices  are  artificially  held 
down,  the  result  will  be  that  the  free  prices  must  rise  even  higher 
than  would  have  been  the  case  if  all  prices  were  free.  It  is  no 
answer  to  say  that  this  doesn't  matter  so  long  as  we  control  the 
essential  prices ;  that  we  can  allow  the  prices  of  luxuries,  and  of 
stocks  and  bonds,  to  soar,  so  long  as  we  keep  the  prices  of  military 
supplies  and  the  necessities  of  life  down.  Because,  if  this  view 
be  true,  then  the  rising  prices  of  nonessentials  will  tempt  labor 
and  capital  away  from  the  production  of  the  military  supplies 
and  the  necessities  of  life.  Is  our  ship  to  be  sunk  by  the  quantity 
theory  U-boat?    I  do  not  think  so. 

TUs  objection  rests  on  what  I  venture  to  consider  an  erroneous 
view  of  the  relation  of  money  and  credit  to  prices.     One  point 
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must  suffice,  though  there  are  many  things  that  seem  wrong  with 
this  general  philosophy  of  money.  Prices  are  not  passive  things, 
borne  on  the  surface  of  the  waves  of  money  and  bank  credit,  like 
a  cork  on  the  surface  of  the  water.  Rather,  prices  are  active 
causes  in  the  process,  and,  to  the  extent  that  prices  and  bank 
credit  are  tied  together,  the  causation  is  as  likely  to  be  initiated 
by  the  prices  as  by  the  bank  credit.  In  the  case  in  question,  some- 
thing of  the  following  sort  seems  probable:  If  the  government 
holds  down  the  prices  of  the  things  it  buys,  it  will  spend  the  pro- 
ceeds of  its  loans  more  slowly,  and  borrow  less.  The  expansion 
of  bank  credit  is  thus  less  rapid  than  if  prices  were  uncontrolled. 
Further,  the  prices  the  government  pays  are  the  incomes  of  those 
to  whom  it  pays  them,  and  they  consequently  spend  less.  Those 
with  whom  they  deal  are  thus  able  to  pay  less  in  making  their 
purchases,  and  so  on  through  the  whole  chain  of  expenditures 
initiated  by  the  government,  or  by  the  people,  at  the  fixed  prices. 
With  copper  at  SS^  cents,  moreover,  the  bank  credit  required 
to  finance  the  movement  of  copper  is  less  than  would  be  the  case 
if  copper  were  at  SO  cents.  And  so  with  wheat  and  flour  and  steel 
and  coaL  Further,  if  copper  be  cut  from  SO  cents  to  2S^  cents, 
the  prices  of  copper  stocks  will  be  cut  greatly,  as  they  have  been 
cut,  and  so  with  a  host  of  other  stocks.  Bank  loans  based  on 
stock  exchange  collateral  are  correspondingly  reduced.  Instead, 
therefore,  of  fearing  with  the  quantity  theorist  that  reducing 
some  prices  will  force  an  advance  in  others,  we  may  hold  that 
reducing  some  prices  will  tend  to  reduce  the  rest.  And  we  may 
expect  this  reduction  in  prices  to  reduce  the  volume  of  bank  loans 
and  deposits. 

Further  than  that:  holding  down  the  prices  of  necessities  will 
make  it  easier  to  put  through  effectively  the  campaign  of  thrift 
which  we  are  initiating.  There  are  tremendous  possibilities  here, 
if  we  can  make  the  people  understand  that  thrift  is  a  patriotic 
duty.  We  can  check  consumption  of  luxuries  both  by  denying 
cars,  coal,  etc.,  to  the  industries  that  produce  them,  and  by  alter- 
ing the  course  of  popular  expenditure  from  luxuries  to  Liberty 
Bonds  and  loan-stamp  books.  There  is  a  large  surplus  of  income, 
even  of  real  income,  in  the  hands  of  special  classes,  among  them 
large  groups  of  laborers  and  farmers ;  and  we  can  reach  this  by 
a  campaign  of  thrift.  Most  of  the  people  can  save  if  the  prices 
of  necessaries  are  kept  down.  If  we  can't  get  the  luxuries,  and 
if  our  necessaries  are  held  down,  we  can  lend  to  the  government 
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out  of  current  income,  instead  of  through  borrowings  at  the  bank. 
Most  of  our  luxurious  expenditure  is  a  matter  of  competitiTe 
display,  forced  upon  us  by  social  expectation.  We  should  be  able 
to  set  a  different  fashion  in  war  time. 

I  do  not  wish  to  be  understood  as  concluding  that  the  price- 
fixing  policy  is  free  from  dangers,  or  that  it  is  a  possible  permanent 
policy.  It  has  been  emphasized  that  the  success  of  the  i>olicy 
depends  in  large  degree  on  the  play  of  non-economic  social  pres- 
sures which  only  war  conditions  can  evoke.  Moreover,  much  of 
its  success  depends  on  the  expectation  that  it  is  not  to  be  perma- 
nent. Further,  and  of  highest  importance,  its  success  is  condi- 
tioned by  the  degree  of  intelligence  and. honesty  which  the  gov- 
ernment can  bring  to  bear  in  substituting  conscious  control  and 
guidance  of  economic  processes  for  the  automatic  control  which 
free  prices  usually  exercise.  It  is  as  if  the  brain  were  undertaking 
to  supervise  the  flow  of  the  blood  and  the  beating  of  the  heart, 
instead  of  leaving  their  control  to  the  lower  nervous  centers. 
Blunders  or  scandals  may  easily  wreck  things.  The  cooperation 
of  the  ablest  and  most  upright  men  in  the  various  trades  is  vital 
The  more  prices  the  government  undertakes  to  control,  the  greater 
the  difficulties  involved.  Few  of  the  practical  conclusions  of  this 
paper  would  have  valid  application  to  ordinary  peace  conditions. 
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SOME  CONTRIBUTIONS  OF  THE  WAR  TO  OUR  KNOWL- 
EDGE OF  MONEY  AND  PRICES  (Abstract) 

By  Ibying  Fisher 
Yale  Unhertity 

The  war  is  a  crucible  in  which  economic  theories,  among  other 
things,  are  being  tested. 

The  evidence  is  by  no  means  all  in  as  .yet,  but  such  as  is  now 
available  seems  to  point  to  the  following  conclusions : 

1.  The  bullionist  theory  (that  the  value  of  paper  money  and 
bank  credit  is  dependent  on  the  value  of  the  bullion  in  which  it 
is  redeemed  and  can  never  rise  above  that  value  any  more  than 
water  can  rise  above  its  source)  is  incorrect.  In  May,  1916,  the 
English  paper  pound  was  worth  more  in  France  than  the  gold 
pound.  In  Sweden,  since  the  virtual  cessation  of  the  free  coinage 
of  gold  at  the  end  of  1916,  there  has  been  a  premium  on  paper. 

5.  The  war  will  help  to  a  realization  of  the  fact  that  there 
may  be  inflation  even  when  there  is  no  stoppage  in  specie  pay- 
ments, and  that  inflation  is  to  be  measured  by  index  numbers  of 
commodity  prices  rather  than  by  the  premium  on  gold.  This  will 
be  as  great  a  step  forward  as  was  the  realization  which  followed 
the  Napoleonic  wars  and  the  famous  English  Bullion  Report  that 
the  premium  on  gold  did  represent  depreciation  of  paper.  In 
short,  while  the  Napoleonic  wars  led  people  to  measure  paper 
money  in  terms  of  gold,  the  present  great  war  will  lead  people  to 
measure  both  paper  and  gold  in  terms  of  commodities.  The  latter 
measurement  is  now  possible  by  means  of  index  numbers.  These 
have  already  convinced  most  students  that  gold  has  depreciated 
in  the  United  States. 

8.  The  war  will  demonstrate  the  close  connections  between  gov- 
ernment loans  and  inflation  of  paper  and  deposits. 

4.  It  will  show  that  inflation,  even  when  not  strictly  monetary 
inflation  but  mere  credit  inflation,  will  raise  prices. 

6.  In  the  absence  of  complete  data  to  afford  a  quantitative 
measurement,  we  may  make  a  qualitative  compi^rison  between  the 
different  countries.  We  find  that,  almost  without  exception,  the 
more  the  issue  of  government  loans  the  more  the  increase  of  paper 
money  and  deposit  currency,  and  that  the  greater  these  issues 
the  greater  the  rise  in  prices  (both  wholesale  and  retail),  as  well 
as  the  greater  the  fall  of  the  monetary  unit  in  international  ex- 
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change.  The  following  is  substantially  the  order  of  the  various 
countries  in  respect  to  all  of  these  conditions,  the  first  in  the  list 
having  the  least  inflation  and  the  last  the  greatest:  United  States, 
Sweden,  Switzerland,  Denmark,  Italy,  England,  Norway,  France, 
Germany,  Austria,  Russia. 

Professor  Cassell  of  Sweden  has  shown  that  the  relative  changes 
in  the  price  levels  of  some  countries,  where  measurement  is  possible, 
have  varied  in  proportion  to  the  quantities  of  money. 

6.  The  question — if  it  be  a  question — ^whether  a  rise  of  prices 
is  the  cause  or  effect  of  an  increased  quantity  of  money  is  on  the 
road  to  inductive  settlement.  We  find  that  with  the  great  and 
sudden  changes  in  quantity  of  money  there  have  been  correspond- 
ing changes  in  the  price  level  and  that  the  latter  have  followed 
the  former.  The  *^lag"  in  England,  as  shown  by  Nicholson  in  the 
Journal  of  the  Royal  Statistical  Society ^  has  been  apparently 
about  three  months.  The  diagram  which  I  gave  in  the  December 
issue  of  the  American  Economic  Review  shows  a  lag  in  this 
country  of  less  than  two  months. 

7.  This  war  will  probably  be  looked  back  to  as  one  in  which 
Vast  issues  of  bonds  to  the  general  public,  far  beyond  the  capacity 
of  the  public  to  absorb  them  out  of  savings,  have  had  the  effect, 
through  raising  the  cost  of  living,  of  abstracting  from  those  with 
"fixed"  incomes  a  large  fraction  thereof.  This  is  a  form  of  ''social 
injustice,"  the  significance  of  which  is  that  if  we  cannot  levy  suffi- 
cient taxes  to  really  pay  for  the  war  the  residue  will  be  taken 
from  those  with  fixed  incomes  in  the  disguised  form  of  the  hi^ 
cost  of  living.  This  high  cost  of  living  is  taking  from  the  savings- 
bank  depositor  several  times  the  interest  he  is  supposed  to  receive 
and  the  same  is  true  of  the  bondholder,  including  the  holders  of 
government  bonds.  Possibly  this  disguised  tax  may  amount  to 
several  hundred  per  cent  of  the  income  from  bonds  and  of  the  total 
income  of  those  whose  income  is  in  bonds  only,  as  for  instance  the 
beneficiaries  of  trust  fundff 
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MONEY  AND  PRICES— DISCUSSION 

E.  W,  Kkhhbrbr. — The  field  covered  by  the  papers  of  Professors 
Fisher  and  Anderson  is  such  a  wide  one  that  I  feel  constrained  by  the 
ten  minutes  allotted  to  me  in  the  discussion  to  limit  my  remarks  to  two 
points  only.  One  of  the  two  is  a  development  of  Professor  Fisher's 
third  point  concerning  the  war's  evidence  on  the  doctrines  of  the  bul- 
lionist  or  metallist  school;  and  the  other  is  a  brief  comment  on  the 
concluding  remarks^  concerning  the  quantity  theory  of  money^  in  Pro- 
fessor Anderson's  paper. 

How  even  before  the  war  the  bullionist  doctrine  of  the  value  of 
money  could  survive  in  responsible  quarters^  in  the  light  of  recent 
monetary  experiences  of  such  countries  as  India^  Austria^  the  Strait 
Settlements^  Porto  Rico^  and  the  Philippines^  is  difficult  for  me  to 
understand.  On  this  subject  the  experiences  of  the  war  period  are 
particularly  illuminating. 

A  superficial  statement  of  the  relation  between  the  value  of  standard 
money^  under  a  system  of  free  coinage^  and  the  value  of  its  bullion 
content^  a  statement  to  which  both  believers  in  the  quantity  theory 
and  believers  in  the  bullionist  theory  would  probably  agree,  is  as 
follows. 

Under  normal  conditions  the  value  of  standard  money  conforms 
closely  to  the  value  of  its  bullion  content.  A  gold  dollar  has  a  value 
almost  exactly  equivalent  to  the  value  as  bullion  of  23.22  grains 
of  pure  gold  in  the  financial  centers.  If  23.22  grains  of  pure  gold  in 
the  United  States  are  for  any  reason  worth  more  as  money  than  as 
bullion,  more  gold  is  brought  to  the  mints,  the  supply  of  gold  coin  and 
gold  certificates  in  circulation  is  increased,  and  the  value  of  the  dollar 
tends  to  decline  to  its  bullion  par.  If,  on  the  other  hand,  23.22  grains 
of  gold  are  worth  more  as  bullion  than  as  money,  the  flow  of  gold  to 
the  mint  declines,  some  gold  coin  may  be  melted  and  exported,  or  ex- 
ported as  money,  the  relative  supply  of  money  declines,  and  the  value 
of  the  gold  coin  rises  to  its  bullion  par. 

In  explaining  these  facts  the  bullionist  theorist  says  that  the  value 
of  the  gold  money — ^and  therefore  of  dependent  forms  of  money — is 
determined  by  the  bullion  value  of  gold  coins.  The  quantity  theorist, 
on  the  other  hand,  says  that  the  value  of  money  is  determined  by  the 
demand  for  money  relative  to  the  supply  of  money,  and  that  the  bullion 
value  of  gold  coin  and  the  money  value  normally  confprm  only  because 
free  coinage  and  the  comparatively  free  movement  of  gold  into  and  out 
of  the  country  bring  about  an  adjustment  of  the  relative  supply  of  money 
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to  the  bullion  value  level.  He  maintains  that  the  law  of  demand  and 
supply  in  its  application  to  money  itself  is  the  fundamental  thing,  the 
value  of  money's  constituent  metal  being  secondary.  Briefly  stated^ 
the  quantity  theorist  places  the  emphasis  upon  the  supply  and  de- 
mand for  money,  the  bullionist  theorist  upon  the  supply  and  demand 
for  gold.  Under  normal  conditions  both  explanations  seem  to  conform 
to  the  facts. 

The  war,  however,  has  created  abnormal  conditions  in  many  coun- 
tries. It  has  dissociated  the  fluctuations  in  the  bullion  value  of  the 
standard  money  from  the  inverse  fluctuations  in  the  supply  of  stand- 
ard money.  The  United  States,  England,  Japan,  Germany,  Mexico, 
and  numerous  other  countries  have  placed  embargoes  upon  the  expor- 
tation of  gold,  while  Sweden,  and,  I  believe,  some  of  the  other  Scandi- 
navian countries,  have  placed  restrictions  on  the  importation  of  gold. 
There  is  no  longer  a  ready  flow  of  gold  from  country  to  country.  No 
longer  does  the  supply  of  money  respond  fully  to  changes  in  value  of 
gold  bullion.    Money  supply  and  bullion  value  of  money  are  divorced. 

Within  each  of  the  belligerent  countries,  moreover,  and  some  of  the 
neutrals,  the  government  has  made  strenuous  efforts  to  impound  in  its 
central  bank  vaults  or  in  government  treasuries  all  the  available  gold. 
It  is  bad  form,  unpatriotic,  and  in  some  places  closely  akin  to  treason 
for  an  individual  to  have  gold  coin  in  his  possession.  In  most  belliger- 
ent countries  today  the  gold  standard  is  a  m3rth. 

Now  that  changes  in  demand  and  supply  in  the  case  of  money  in 
many  countries  no  longer  accompany  changes  in  the  bullion  value,  the 
question  presents  itself:  Which  of  these  two  forces  appears  to  con- 
trol the  value  of  the  monetary  unit?  The  war  is  giving  no  uncertain 
answer  to  this  question.  Look  today  at  the  Scandinavian  countries 
and  at  Spain.  The  Swedish  unit  of  value,  the  gold  crown,  contains 
6.22  grains  of  pure  gold,  and  is  therefore  the  gold  equivalent  of  26.8 
cents  United  States  money.  Sweden  produces  practically  no  gold  and 
there  is  little  or  no  unfabricated  gold  in  Sweden.  At  today's  quota- 
tion (December  20)  the  value  of  the  Swedish  crown  in  terms  of  United 
States  gold  as  measured  by  Stockholm  exchange  rates  is  3S.25  cents, 
representing  a  premium  of  24  per  cent  above  its  value  as  gold  bullion. 
Computed  in  the  same  manner,  the  Danish  crown  was  at  a  premium  of 
171/^  per  cent,  and  the  Spanish  peseta  at  a  premium  of  121^  per  cent 
The  flow  of  gold  into  these  countries  being  restricted,  the  money  sup- 
ply has  not  increased  in  its  due  proportion  in  response  to  the  deprecia- 
tion in  the  value  of  gold  in  outside  markets.  The  result  is  that  the 
money  of  these  countries  possesses  a  scarcity  or  monopoly  value.     It 
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is  dearly  demand  and  supply  that  rules  here^  not  bullion  value.  In  the 
words  of  Ricardo's  famous  dictum,  there  can  be  no  depreciation  except 
from  excess. 

One  of  the  most  striking  illustrations  of  this  principle  that  can  be 
fonnd  in  monetary  history  has  existed  for  some  months  in  Mexico. 
That  country  today  is  unique  in  the  fact  that  it  is  a  country  whose 
media  of  exchange  are  exclusively  metallic  money.  Practically  all  the 
banks  are  closed.  The  few  that  are  open  are  confining  their  business 
practically  to  dealing  in  demand  and  cable  exchange  with  foreign  coun- 
tries. One  can  neither  deposit  money  in  Mexican  banks  today  nor 
withdraw  money  that  he  has  deposited  there  in  the  past.  There  are 
no  bank  notes  in  active  circulation  and  no  checks.  The  Mexican  mint 
at  present  will  coin  all  gold  brought  to  it,  making  only  a  brassage 
charge  of  one-half  of  1  per  cent.  The  unit  of  value  is  75  centigrams 
of  pure  gold,  which  is  equivalent  to  49.85  cents  of  United  States  gold 
coin.  Adding  the  brassage  charge  of  one-half  of  1  per  cent  would 
make  the  cost  of  the  gold  peso  equivalent  to  that  of  50.1  cents  of 
United  States  gold  money.  On  September  20  of  this  year  a  gold  peso 
in  Mexico  City  would  buy  55.87  cents  of  United  States  money  in  the 
form  of  a  demand  draft  on  New  York  City  or  in  the  form  of  United 
States  paper  money  (including  gold  certificates).  Here  was  a  pre- 
mium of  11.8  per  cent  for  Mexican  gold  money  over  United  States 
money  which  represented  gold  in  New  York.  It  was  accounted  for 
by  the  relative  scarcity  of  money  in  Mexico  as  compared  with  the 
United  States.  The  supply  of  gold  money  in  Mexico  could  not  in- 
crease under  the  lure  of  this  premium  because  of  the  gold  embargo 
and  other  obstacles  to  its  flow  from  the  United  States  to  Mexico  City, 
and  because  of  the  comparatively  low  production  of  gold  in  Mexico 
at  the  present  time.  The  supply  of  silver  coin  could  not  be  increased 
because  the  high  price  of  silver  made  its  purchase  for  coinage  pro- 
hibitive. Hence  a  scarcity  value  of  money  in  Mexico,  representing  ap- 
proximately 12  per  cent  premium  over  the  bullion  value  of  gold  coins. 
Gold  coins  were  everywhere  circulating  at  this  high  money  value. 

During  a  brief  period  in  which  the  mint  was  closed  to  the  coinage  of 
gold,  the  local  price  of  gold  fell. 

Just  a9  the  scarcity  value  of  gold  coin  in  Mexico  exemplified  Ri- 
cardo*3  dictum  that  there  can  be  no  depreciation  except  from  excess, 
so  did  the  high  bullion  value  of  silver  coins  exemplify  the  obverse  of 
this  dictum;  namely,  that  there  can  be  no  appreciation  except  from 
redundancy.  During  the  last  ten  days  of  September  in  Mexico  there 
circulated  freely  throughout  the  Republic,  at  par  with  Mexican  gold 
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coins,  silver  half  pesos^  and  fractional  silver  coins  of  lower  denomina- 
tions.    The  principal  silver  coin  in  Mexico  then^  as  now^  was  the 
tostone  or  half  peso.    On  September  20  two  tostones  in  Mexico  circu- 
lated everywhere  as  the  equivalent  of  one  gold  peso^  but  the  silver  thej 
contained  was  worth  in  the  New  York  silver  market  70  cents  of  United 
States  money.    Here  then  was  a  situation  in  which  gold  coins  contain- 
ing approximately  50  cents'  worth  of  gold  circulated  as  the  equivalent 
of  55.87  cents^  because  of  scarcity^  while  silver  coins  containing  70 
cents'  worth  of  silver  circulated  peso  for  peso  as  the  equivalent  of  these 
gold  coins^  or  at  a  value  of  about  20  per  cent  below  their  bullion  value. 
Just  as  the  gold  coins  could  not  depreciate  to  their  bullion  value  be- 
cause they  were  so  scarce^  so  the  silver  coins  could  not  appreciate  to 
their  bullion  value  because  they  were  so  plentiful.  Their  melting  down 
or  exportation  was  prohibited  under  heavy  penalties.    The  supply  could 
not  be  reduced  and  so  they  circulated  then  as  they  do  now  at  the  value 
determined  by  demand  and  supply^  with  little  or  no  regard  to  the  value 
of  their  bullion  content.    A  similar  situation  existed  in  the  Philippines 
and  in  Japan  in  September^  1917.    No  depreciation  except  from  reU- 
tive  excess.    No  appreciation  except  from  relative  scarcitif.    These  are 
two  fundamental  laws  of  monetary  science  and  the  experiences  of  this 
war  are  writing  them  in  capital  letters. 

The  second  point  I  wish  to  discuss  concerns  Professor  Anderson's 
closing  remarks  on  the  quantity  theory.  My  time  will  permit  but  a 
brief  comment  on  this  subject.  At  another  time  I  hope  to  discuss 
Professor  Anderson's  views  on  the, quantity  theory,  as  expressed  here 
and  elsewhere,  more  fully. 

I  see  no  inconsistency  between  Professor  Anderson's  opinion  as  to 
the  effectiveness  of  the  government's  efforts  to  fix  the  prices  of  certam 
articles  of  war  necessity,  and  the  quantity  theory  of  money;  nor  do 
I  agree  with  Professor  Fisher's  assertion  that  the  quantity  theory  neces- 
sarily requires  that  if  some  prices  are  fixed  below  what  they  would  nor- 
mally be,  others  must  rise  above  the  normal  level  to  take  up  the  slack, 
as  it  were.  That  may  or  may  not  take  place.  The  quantity  theory 
equation  contains  other  factors  besides  those  of  money  and  credit.  It 
contains  factors  for  the  rate  of  monetary  turnover,  the  rate  of  deposit 
turnover,  and  for  the  number  of  transactions  to  be  effected ;  and  it  in- 
volves assumptions  concerning  the  changing  states  of  business  confi- 
dence and  of  banking  organization.  Like  any  other  natural  law,  it 
merely  declares  what  will  happen  under  given  conditions.  The  gov- 
ernment's attempts  at  price-fixing  are  only  one  part  of  a  new  economic 
complex  created  by  the  war,  which  affects  every  factor  in  the  price 
equation. 
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Briefly  summarizing,  I  believe  that  the  general  tendencies  are  some- 
thing as  follows:  With  the  outbreak  of  the  war  the  government  is 
confronted  with  a  certain  level  of  prices  and  wages ;  with  the  necessity 
of  securing  a  maximum  quantity  of  certain  supplies ;  and  with  a  credit 
system  based  upon  a  certain  average  percentage  of  cash  reserves. 
Confronted  with  this  situation  the  government  issues  orders  for  the 
maximum  production  of  certain  commodities,  munitions,  ships,  military 
clothing,  etc.;  and,  in  order  to  pay  for  the  new  supplies,  the  govern- 
ment takes  measures  which  result  in  the  rapid  expansion  of  credit. 
Legal  reserve  requirements  of  banks  are  reduced  in  terms  of  percent- 
ages, and  the  federal  reserve  law  is  so  changed  that  legal  reserves  are 
to  consist  only  of  deposits  in  federal  reserve  banks,  against  which  de- 
posits the  federal  reserve  banks  are  required  to  keep  only  a  moderate 
reserve.  Gold  is  impounded  and  federal  reserve  notes  with  a  legal 
reserve  of  40  per  cent  are  substituted  in  large  quantities  in  circulation 
for  gold  certificates  carrying  a  reserve  of  100  per  cent.  Various  de- 
vices are  utilized  to  lessen  friction,  and  increase  the  effectiveness  of 
our  banking  machinery — devices  such  as  the  new  collection  and  clear- 
ing system  of  our  federal  reserve  banks,  the  gold  settlement  fund  at 
Washington,  and  the  federal  reserve  agents'  settlement  fund.  All  this 
gain  in  the  efficiency  of  money  and  credit,  which  is  equivalent  to  an 
increase  in  the  supply,  the  government  attempts  to  take  to  itself  in 
order  to  provide  funds  for  meeting  war  expenses.  This  extension  of 
credit,  and  this  increase  in  the  efficiency  of  money  and  of  credit,  are 
applied  to  the  new  demand  for  war  supplies  and  rapidly  push  up 
prices.  In  a  degree  the  government  seems  to  be  trying  to  lift  itself* 
by  its  own  boot  straps.  Then  comes  the  call  for  government  regula- 
tion of  prices,  accompanied  by  patriotic  appeals  to  the  public  to  econ- 
omize in  every  possible  way,  and  above  all  to  refrain  from  using  more 
articles  of  war  necessity  than  are  absolutely  necessary — articles  such 
as  copper,  iron,  wheat,  meat,  etc.  The  patriotism  of  the  public  is  ap- 
pealed to  in  the  strongest  possible  way  to  refrain  from  extravagance  in 
consumption,  and  to  postpone  until  after  the  war  all  new  building  and 
all  extension  of  capital  equipment  not  required  for  the  prosecution  of 
the  war.  The  government's  borrowing,  accompanied  by  the  heavy 
destruction  of  capital,  forces  up  the  interest  rate,  and  a  high  and 
rising  interest  rate  supplements  the  above  patriotic  appeal  in  dis- 
couraging capital  extensions  for  non-military  enterprises.  To  an  ever- 
increasing  degree  the  ygovernment  becomes  the  buyer  of  the  nation's 
products,  and  private  industry  to  meet  private  needs  drops  into  the 
background.     The  government,  however,  in  important  lines,  such  as 
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shipbuildings  production  of  munitions^  etc.^  is  whipping  up  the  pace  to 
the  maximum.  The  number  of  transactions  on  government  account 
increases  enormously^  the  number  on  private  account  declines,  the  rate 
6f  monetary  and  deposit  turnover  for  government  business  likewise 
increases.  Those  in  many  lines  of  private  enterprise  decline.  Specu- 
lative dealings  on  the  produce  and  stock  exchanges^  which  normally 
absorb  a  large  percentage  of  our  credit  media  of  exchange^  fall  off. 
What  is  the  net  result  of  such  forces  upon  such  items  in  the  price 
equation  as  the  average  rate  of  monetary  turnover^  the  average  rate  of 
deposit  turnover^  the  amount  of  goods  being  bought  and  sold,  etc? 
Questions  like  these  are  fundamental  and  need  to  be  answered  in  in- 
terpreting the  quantity  theory  in  the  light  of  war  conditions.  These 
questions  Professor  Anderson  ignores  in  his  paper.  In  fact  in  that 
part  of  the  paper  in  which  he  deals  with  the  quantity  theory  he  speaks 
largely  obiter. 

Duncan  A.  Mac  Gibbon. — ^With  regard  to  Dr.  Anderson's  state- 
ment that  price-fixing  has  proved  a  success  with  regard  to  flour^  I  do 
not  think  that  could  be  said  of  the  Canadian  situation.  Price-fixing 
may  have  one  or  several  objects  in  view.  It  may  be  to  eliminate 
profiteering,  to  keep  down  the  high  cost  of  living,  or  in  certain  cases 
to  fix  prices  at  which  goods  shall  be  purchased  for  the  state.  Now 
in  the  case  of  the  Canadian  flour  situation,  an  examination  of  the 
trading  accounts  and  balance  sheets  of  the  leading  flour  manufacturers 
does  not  suggest  that  price-fixing  has  been  at  all  successful  in  curtail- 
ing large  profits.  Depreciation  accounts  have  been  exceedingly  weU 
cared  for  and  profits  themselves  have  been  quite  on  the  increase.  With 
respect  to  the  high  cost  of  living,  the  index  number  of  the  Department 
of  Labor  does  not  show  any  significant  decrease.  Moreover,  it  is 
competently  reported  that  the  margin  on  flour  allowed  by  the  food 
controller  to  the  millers  is  larger  than  they  ordinarily,  without  price- 
fixing,  expect  to  achieve.  The  food  controller  allows  a  net  profit  of 
twenty-five  cents  on  the  barrel;  the  millers  considered  themselves 
happy  in  the  case  of  flour  if  they  were  able  to  break  even,  relying 
upon  the  by-products  for  their  profits.  Under  these  circumstances 
one  can  scarcely  hail  price-fixing  in  the  matter  of  flour  as  a  striking 
success  in  Canada. 

Hugo  Biloram. — I  am  one  of  those  who  dispute  the  volume  theory 
of  the  value  of  money,  considering  the  commodity  theory  as  the  only 
tenable  one. 
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Advocates  of  the  latter  theory  do  not  deny  that  importation  of  gold 
tends  to  reduce  its  value^  or  to  raise  the  price  levels  and  this  can  fully 
account  for  the  similarity  of  the  curves  of  price  level  and  volume  of 
money. 

The  volume  theorists  speak  of  a  money  unit  To  me  such  a  unit  is 
inconceivable^  and  I  shall  try  to  explain  wherein  my  difficulty  consists. 

In  my  hand  I  hold  a  piece  of  metal.  This  piece  possesses  weighty 
independent  of  whether  we  have  or  have  not  adopted  a  unit  in  terms  of 
which  to  express  weight.  For  this  reason  this  piece  of  metal  might 
have  been  adopted  as  our  unit  of  weighty  our  pound. 

Now  I  hold  in  my  hand  a  rod  of  iron.  It  has  lengthy  independent 
of  the  fact  that  we  have  already  adopted  a  unit  of  length  and  can 
express  the  length  of  this  rod  in  terms  of  feet.  If  a  unit  of  length 
had  not  already  been  adopted^  this  rod  might  have  been  chosen  as  our 
unit  of  lengthy  our  foot. 

A  nugget  of  gold  possesses  value^  or  purchasing  power^  whether  or 
not  we  have  adopted  a  unit  of  value.  A  gold  nugget  of  given  weight 
can  therefore  serve  as  a  value  unit^  as  a  dollar. 

When  it  comes  to  legal  tender  notes^  the  case  is  radically  different. 
A  note>  though  legal  tender  for  all  debts^  unless  its  value  is  stated  in 
terms  of  some  value  unit^  say  dollars^  cannot  have  any  value.  A  legal 
tender  note  cannot  be  used  as  a  measure  of  value^  because  its  value 
must  first  be  stated  in  terms  of  some  unit  and  it  must  be  redeemable 
at  the  stated  rate.  I  cannot  therefore  conceive  what  can  possibly  be 
meant  by  a  money  unit.  It  would  be  more  reasonable  to  speak  of  a 
ton  as  a  coal  unit^  or  of  a  yard  as  a  dry-goods  unit^  for  coal  and  dry 
goods  possess  weight  and  lengthy  while  legal  tender  money^  unless  its 
value  is  first  stated  in  terms  of  dollars^  can  have  no  value. 

The  volume  theory  of  money^  it  seems  to  me^  is  based  on  the  notion 
that  money  can  have  value  independent  of  the  previous  adoption  of  a 
value  unit^  and  it  is  therefore  to  my  conception  an  incomprehensible 
idea.    This  leaves  me  no  choice  but  to  accept  the  commodity  theory. 

The  experience  of  Professor  Kemmerer  can^  I  think^  be  explained 
without  militating  against  the  commodity  theory.  Mexico  has  adopted 
the  silver  standard^  and^  if  gold  be  coined  into  legal  tender  pieces^  it 
is  not  unlikely  that  those  gold  coins  bear  the  same  relation  to  the 
Mexican  standard  silver  coin  as  our  silver  dollars  bear  to  our  gold 
standard  money.  Just  as  our  silver  dollars  can  buy  more  silver  than 
their  own  weighty  so  would  the  Mexican  gold  coins  buy  more  gold  than 
their  weight.    And  the  isolated  cases  mentioned  by  Professor  Fisher, 
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which  he  thinks  refute  the  commodity  theory^  can  no  doubt  be  ex- 
plained consistently  with  that  theory. 

L.  D.  H.  Weld. — The  discussion  of  price  control  and  the  quantity 
theory  of  money  have  been  interesting  and  instructive^  but  except  for 
the  remarks  of  Professor  Davenport,  one  would  hardly  realise  from 
what  has  been  said  that  the  country  is  at  war,  and  that  it  faces  im- 
mediate problems  of  tremendous  economic  significance  and  importance. 
It  is  yreU  that  we  should  appoint  a  committee  to  report  on  the  purchas- 
ing power  of  money  a  few  months  hence ;  but  how  much  better  it  would 
be  if  we  could  appoint  a  committee  to  report  within  thirty  days  in 
Washington,  and  give  some  sound  and  practical  advice  to  the  Food 
Administration  on  the  subject  of  price  control. 

I  am  chagrined  that  no  economists  have  been  called  in  to  advise  the 
Food  Administration.  Mr.  Hoover  is  reported  to  have  said  at  one  time 
that  he  would  not  be  influenced  by  the  theories  of  professors,  but  that 
he  was  going  to  deal  with  the  situation  in  a  practical  manner.  It  is 
a  serious  reflection  on  the  economist  to  be  passed  over  when  the  gov- 
ernment is  undertaking  such  an  important  and  radical  policy  as  the 
regulation  of  prices. 

From  the  first,  the  government  has  not  realised  sufficiently  the  func- 
tion that  it  must  assume  by  taking  away  the  speculative  and  price- 
making  functions  of  merchants.  Through  speculative  competition,  the 
market  price  becomes  adjusted  so  that  the  supply  of  a  commodity  is 
automatically  distributed  geographically,  so  that  each  section  of  the 
country,  each  city,  and  each  store  gets  the  supply  that  it  requires.  It 
also  automatically  distributes  the  available  supply  over  a  period  of 
time,  so  that  it  lasts  until  a  new  supply  can  be  obtained. 

If  the  government  deprives  merchants  of  performing  these  two 
important  functions,  the  government  itself  becomes  responsible.  In 
other  words,  the  government  must  parcel  the  supply  out  to  each  com- 
munity in  accordance  to  its  needs,  and  it  must  regulate  the  outflow 
from  week  to  week,  so  that  the  supply  will  last  until  the  next  crops 
are  available.  To  require  merchants  to  sell  on  the  basis  of  cost  price, 
rather  than  replacement  price,  has  the  same  effect  in  this  respect  as 
actual  price  fixation,  though  in  a  lesser  degree. 

That  the  government  has  not  parceled  out  the  sugar  and  coal  supply 
according  to  the  needs  of  different  sections  of  the  country  is  obvious. 
This  perhaps  might  be  overlooked ;  but  I  shall  not  consider  price  con- 
trol a  success  until  I  find  out  whether  the  present  supplies  of  wheat 
and  other  commodities  last  until  the  next  harvests.    Whether  or  not 
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price  control  is  justifiable,  the  fact  remains  that  the  government  did 
not  sufficiently  realize  that  it  was  becoming  responsible  for  the  per- 
formance of  these  functions. 

The  trouble  with  economists  is  that  they  do  not  get  near  enough 
to  present-day,  practical  problems.  After  the  war,  they  may  be  able 
to  tell,  in  an  uninteresting  way,  why  price  control  was  a  success  or  a 
failure;  but  they  are  powerless  and  lacking  in  sufficient  influence  to 
help  solve  such  a  problem  when  it  is  forced  upon  the  country. 

I  am  not  denouncing  theoretical  economies  by  any  means ;  I  merely 
appeal  for  a  linking  up  of  theory  with  practical  every-day  problems. 
This  calls  for  more  contact  with  business  machinery  and  business  men. 
I  believe,  for  example,  that  more  valuable  contributions  can  be  made 
to  the  theory  of  market  price  by  getting  out  into  the  markets  with  a 
market  reporter  than  by  cogitation  in  a  closet.  Let  us  try  to  get  away 
from  the  reputation  of  being  "theoretical"  and  develop  a  reputation 
for  being  able  to  put  our  theories  to  some  practical  use. 

Rejoinder  by  B.  M.  Anderson,  Jr. — The  quantity  theory  plays  a 
minor  part  in  the  paper  I  read,  and  for  the  justification  of  the  views 
there  advanced  I  would  refer  to  the  fuller  discussion  in  my  book.  The 
Value  of  Money,  the  chapter  on  "The  Passiveness  of  Prices."  In  the 
interesting  facts  presented  by  Professors  Fisher  and  Kemmerer  re- 
garding Sweden  and  Mexico  I  find  nothing  novel  in  principle.  I 
should  agree  with  them  that  the  strict  commodity  or  bullionist  theory 
of  money,  which  explains  the  value  of  money  solely  by  its  bullion 
content,  or  by  its  prospect  of  redemption  in  bullion,  cannot  explain 
these  cases.  But  I  do  not  think  that  the  quantity  theory  explains 
them  either.  Similar  cases  are  discussed  at  length  in  my  book,  chap- 
ters VII  and  XXII,  and  I  content  myself  with  referring  to  these 
chapters.  It  is  easy  to  find  exceptions  to  Professor  Kemmerer's  dic- 
tum, "No  depreciation  except  from  excess."  One  striking  case  is  that 
of  the  demand  notes  and  state  bank  notes  early  in  1862,  when  gold 
left  the  country  under  Gresham's  law,  leaving  a  monetary  vacuum, 
accompanied  by  rising  prices  and  a  gold  premium  on  the  paper  money. 

Professor  Fisher's  statistics  call  for  several  comments.  First,  he 
has  taken  account  of  only  a  small  part  of  the  prices.  If  stock  and 
bond  prices,  and  real  estate  prices,  be  included,  weighted  by  the  num- 
ber of  exchanges  that  occur  in  them,  the  price  level  has  fallen  heavily 
since  June  last.  Wholesale  prices  are  only  a  minor  element  in  the 
price  level  of  "the  equation  of  exchange."  City  real  estate  in  Boston, 
New  York,  St.  Louis,  and  Chicago,  and  in  various  smaller  places,  has 
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fallen  heavily  in  price  in  the  last  three  years.  Farm  lands^  despite 
the  great  increase  in  prices  of  farm  products,  show  no  rise,, or  mod- 
erate rises.  Stocks  and  bonds  have  been  cut  drastically.  I  see  no 
rise  in  the  "general  price  level."  Rather,  I  see  a  great  rise  in  the 
values  and  prices  of  articles  used  for  war,  and  other  goods  for  im- 
mediate consumption  currently  produced  by  labor,  with  a  great  rise 
in  labor  itself;  and,  on  the  other  hand,  a  great  fall  in  long-time  in- 
come bearers,  as  men  and  governments  sacrifice  everything  available  in 
the  future  to  get  hold  of .  the  absolutely  essential  present  goods. 
Where  goods  for  local  consumption  have  not  decreased  in  quantity, 
their  prices  show  no  rise.  Coffee  has  fallen.  House  rents,  taking 
the  country  over,  have  risen  little  if  at  all.  The  gold  dollar  seems  to 
me  not  to  have  changed  much  in  value.  I  think  it  has  proved  an  se- 
curate  yardstick,  correctly  registering  a  rise  in  present  commodities 
and  a  fall  in  long-time  income  bearers.  There  seems  to  me  to  be  a 
vital  difference  between  depreciated  paper  money  in  Continental  En- 
rope, 'no  longer  convertible  into  gold,  and  the  gold  dollar  itself.  Ris- 
ing commodity  prices,  falling  prices  of  lands,  stocks  and  bonds,  and 
a  rising  long-time  interest  rate,  are  all  phases  of  one  general  move- 
ment in  the  value  and  price  system. 

Second,  it  will  be  noticed  that  prices  have  risen  faster  in  the  cofim- 
tries  which  have  been  losing  their  gold  than  in  the  United  States,  to 
which  gold  has  come.  The  main  cause  is  with  goods,  not  with  gold. 
Professor  Fisher's  figures  for  the  United  States  run  in  terms  of  money 
and  prices ;  his  figures  for  England  run  in  terms  of  treasury  bills  and 
prices.  They  are  not  comparable,  and  do  not  prove  the  same  thing. 
If  bank  expansion  be  compared  with  prices  in  the  United  States,  it 
will  appear  that  the  period  since  we  have  entered  the  war,  when  bank 
expansion,  under  the  influence  of  treasury  bills  and  Liberty  Loans, 
has  moved  most  rapidly,  has  been  also  the  period  of  slowly  rising 
commodity  prices.  Dun's  index  number  for  December  shows  a  slight 
decline.  The  great  rise  in  Dun's  index  number  is  from  January  to 
June,  when  there  was  a  rise  of  forty-three  points.  From  June  to  De- 
cember, when  the  great  expansion  of  bank  credit  came,  the  rise  in 
Dun's  index  number  is  only  eight  points,  and  along  with  this  has  oome 
the  dramatic  fall  in  stocks  and  bonds,  and  something  approacfai]^ 
panic  in  the  city  real  estate  in  New  York  and  Boston.  The  rciy 
crest  of  the  Annalist  index  number  was  reached  in  May.  The  U^ 
coefficient  of  correlation  which  Professor  Fisher  finds  between  money 
and  prices  in  the  United  States  is  due,  I  should  suppose,  to  the  "eom- 
mon  element  of  growth"  in  both.    If  the  method  of  "percentage  deti- 
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ation"  be  used^  no  such  coefficient  could  be  found.  Professor  W.  M. 
Persons  informs  me  that^  taking  a  series  of  years^  he  finds  a  substan- 
tial coefficient  of  correlation  between  money  and  prices  when  prices 
change  first;  but  if  a  lag  is  allowed  for  prices^  money  changes  being 
allowed  to  come  firsts  he  finds  either  no  correlation^  or  a  negative  cor- 
relation. 

I  agree  with  Professor  Davenport  that  some  form  of  rationing  will 
probably  prove  necessary  as  part  of  the  price-fixing  policy.  I  meant 
to  indicate  that  in  my  main  paper.  To  a  large  extent^  it  has  already 
been  introduced^  and  it  will  probably  have  to  go  much  farther. 

Rejoinder  by  Irving  Fisher. — Professor  Anderson's  criticism  does 
not|  it  seems  to  me^  materially  affect  the  argument  I  made. 

The  high  coefficient  of  correlation^  which  I  said  I  believed  would  be 
found,  did  refer  to  the  method  of  "percentage  deviation."  I  stated 
this  on  the  basis  of  a  careful  inspection  of  the  figures,  but  not  on  the 
basis  of  any  actual  calculation  as  yet. 

Statistics  of  wholesale  prices  are,  I  believe,  the  most  significant 
statistics  which  can  be  used  for  the  purpose  in  hand;  because  (1) 
they  are  more  accurate  than  any  other  price  statistics;  (2)  they  are 
widely  representative,  e.g.,  of  a  great  number  of  other  prices,  retail 
prices,  producers'  prices,  jobbers'  prices,  etc.,  and  even  wages;  (8) 
they  are  the  most  sensitive  to  any  influences  tending  to  produce  price 
changes  and  so  afford  a  good  measure  and  test  of  such  influences. 

In  any  index  number  ideally  calculated  for  the  "equation  of  ex- 
change," real  estate  would  be  a  negligible  factor;  so  would  bonds,  and 
I  doubt  if  even  stocks  have  anything  like  the  importance  attributed  to 
them  by  Professor  Anderson.  His  studies  in  these  directions  are  in- 
teresting and  helpful,  but  not  conclusive. 

I  have  inspected  the  course  of  prices  in  stocks  and  see  no  reason  to 
believe  that,  if  included,  they  would  destroy  the  correlation  found, 
even  if  given  far  more  weight  in  the  average  than  their  comparatively 
slight  importance  (in  my  opinion)  requires. 

I  subscribe  to  Professor  Anderson's  statement  that  war  has  a  tend- 
ency to  increase  the  valuation  of  present  and  decrease  that  of  future 
goods,  subjectively.  This  observation  is  quite  pertinent  in  reference 
to  some  problems  concerning  the  dollar  as  a  good  "yardstick" ;  but  it 
is  not  at  all  pertinent  as  to  the  relation  between  the  quantity  of  money 
and  the  price  level.     Here  the  problem  is  purely  relative. 

I  do  not  think  that  the  facts  will  bear  out  Professor  Anderson's  im- 
pression that  "where  goods  for  local  consumption  have  not  decreased  in 
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quantity  their  prices  show  no  rise."  House-famishing  goods^  for  in- 
stance^ may  be  cited  to  the  contrary.  The  case  of  coffee  cited  by  Pro- 
fessor Anderson  seems  to  be  entirely  explainable  because  of  the  enor- 
mously increased  imports  into  this  country^  which  became  a  sort  of 
dumping  ground  for  Brazil  when  its  trade  with  Europe  was  interfered 
with  by  the  war. 

The  decrease  in  the  purchasing  power  of  gold  abroad  is^  of  course, 
explainable  through  the  increase  in  paper  substitutes. 
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can  Base  Depot  in  France,  purchase  the  arms  and  ammunition 
used  by  the  Army.  A  sixth,  the  Nitrate  Division,  will  build  and 
operate  the  government  fertilizer  factories.  Not  only  the  division 
officers  at  Washington,  but  also  the  officers  in  charge  of  arsenals 
manufacturing  arms  and  ammunition  directly  on  governmental 
account,  may  draw  their  own  contracts  for  materials  and  sup- 
plies, though  they  require  the  approval  of  the  Chief  of  Ordnance. 
The  other  offices  of  the  War  Department  are  likewise  subdivided 
according  to  their  respective  functions,  and  the  responsibility  for 
the  preparation  of  contracts  correspondingly  apporti(med.  In 
some  divisions  seven  copies  of  contracts  are  made.  One  goes  to 
the  contractor,  one  to  the  inspector  on  the  job,  one  to  the  division 
disbursing  officer,  one  to  the  auditor  for  the  War  Department, 
one  to  the  Returns  office  in  the  Department  of  the  Interior,  one  is 
filed  in  the  office  of  the  chief  of  the  division,  and  one  is  retained 
by  the  division  law  officer  who  prepared  it.  The  Secretary  of 
War  receives  none.  Thus  the  principle  upon  which  the  machinery 
is  organized  for  the  purchase  of  materials  and  supplies  for  the 
Army,  is  that  of  administrative  decentralization. 

This  system  of  administrative  decentralization  was  the  result 
of  bitter  experience  during  the  war  with  Spain.  It  was  devised 
and  put  into  effect  by  one  of  the  ablest  secretaries  of  war  this 
country  has  had,  Elihu  Root,  and  was  approved  and  maintained 
by  a  line  of  able  secretaries  down  to  the  present,  including  such 
men  as  former  Secretaries  Taft,  Stimson,  and  Garrison.  Its  ad- 
vantages under  normal  conditions  are  obvious.  This  system  has 
not  been  carried  so  far  by  the  Navy  Department  and  the  Emer- 
gency Fleet  Corporation  as  by  the  War  Department,  but  neither 
the  Navy  nor  the  Fleet  Corporation  will  spend  so  much  money 
this  year  as  either  the  Quartermaster-Greneral  of  the  Army  or  the 
Chief  of  Ordnance.  Thus  the  purchasing  organization  of  the 
military  and  naval  establishment  (including  the  Emergency  Fleet 
Corporation),  as  it  stood  when  the  United  States  entered  the  war, 
regarded  as  a  whole,  afforded  an  excellent  illustration  of  adminis- 
trative decentralization. 

The  agency  which  many  advocates  of  centralization  have  be- 
lieved offers  the  best  promise  of  realizing  their  hopes  is  the  Coun- 
cil of  National  Defense.  By  section  120  of  the  National  Defense 
Act  of  June  8,  1916,  relating  to  the  purchase  or  procurement  of 
military  supplies  in  time  of  actual  or  imminent  war,  the  Presi- 
dent was  authorized  to  appoint  a  Board  on  Mobilization  of  In- 
dustries essential  for  Military  Preparedness.     The  title  indicates 
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somewhat  vagudy  what  the  board  was  expected  to  do,  but  no 
powers  were  conferred  upon  it  by  the  act,  nor  were  any  members 
ever  appointed  by  the  President.  Subsequently,  by  the  Army  Ap- 
propriation Act  of  August  S9,  1916,  the  Council  of  National  De- 
fense was  established,  ^^for  the  coordination  of  industries  and  re- 
sources for  the  national  security  and  welfare,"  as  the  act  phrased 
it,  consisting  of  the  Secretaries  of  War,  the  Navy,  the  Interior, 
Agriculture,  Commerce,  and  Labor.  Its  duty  was  further  de- 
fined to  be  to  supervise  and  direct  investigations  concerning  a  var- 
iety of  matters  relating  to  the  national  defense  and  make  recom- 
mendations to  the  President  and  the  heads  of  executive  depart- 
ments. 

It  is  well  to  note  that  the  Council  of  National  Defense  was 
created  only  to  investigate  and  recommend.  It  received,  and  has 
today,  no  power  to  enforce  decisions,  nor  even  to  make  decisions, 
imless  controversies  are  voluntarily  submitted  to  it  for  adjudica- 
tion. In  order  that  it  might  the  better  perform  its  duties,  it  was 
directed  to  appoint  an  Advisory  Commission  of  not  more  than 
seven  members,  and  the  latter  was  in  its  turn  authorized  to  or- 
ganize subordinate  bodies  to  assist  in  special  investigations.  This 
it  might  do  either  by  the  direct  employment  of  experts  or  by  the 
creation  of  committees  of  specially  qualified  persons,  serving  with- 
out compensation,  to  direct  the  investigations  of  experts  employed 
by  them.  After  the  rupture  of  relations  with  Germany,  the  Ad- 
visory Commission  proceeded  to  organize  an  array  of  committees 
which,  printed  solid  in  eightrpoint  type  in  the  Congressional  Rec- 
ord, occupied  eighteen  double-column  pages.  These  committees 
were  composed  of  business,  professional,  and  labor  men,  most  of 
whom  served  without  pay.  Many  of  their  members  have  given  and 
are  giving  the  government  excellent  service,  but  many  of  the  com- 
mittees seldom  if  ever  met.  Several  of  the  committees  consisted 
of  representatives  of  industries  whose  products  were  in  demand  by 
the  Army,  Navy,  or  Emergency  Fleet  Corporation.  Such  com- 
mittees were  active  enough  when  the  prices  to  be  paid  by  the  gov- 
ernment for  their  products  were  under  consideration,  but  not  at 
any  other  time.  Some  of  these  gave  disinterested  and  valuable 
advice.  Others  were  not  above  suspicion  of  putting  their  own 
interests  before  those  of  the  government.  Congress  put  an  end 
to  that  feature  of  the  Council's  system  of  committees  by  a  rider 
on  the  Food  Control  Act  of  August  10,  1917,  forbidding  any  p»- 
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son,  acting  either  as  a  voluntary  or  paid  agent  of  the  United 
States,  to  attempt  to  influence  the  awarding  of  a  contract  in  the 
profits  of  which  he  was  directly  or  indirectly  interested.  There- 
upon the  Advisory  Commission  and  its  array  of  committees  faded 
away. 

Indeed  there  had  already  appeared  a  tendency  to  organize 
boards  of  various  kinds  directly  under  the  Council  of  National 
Defense  regardless  of  the  Advisory  Commission.  The  most  im- 
portant of  this  new  order  of  committees  was  the  War  Industries 
Board.  This  board  was  created  to  supply  the  information  and 
advice,  formerly  supplied  by  the  General  Munitions  Board  and  a 
number  of  smaller  committees,  with  respect  to  purchases  of  ma- 
terials and  supplies  for  the  military  and  naval  establishments. 
An  Aircraft  Production  Board  and  committees  on  shipping  and 
on  transportation  were  carried  over  from  the  original  organiza- 
tion to  cover  portions  of  the  field  not  covered  by  the  War  In- 
dustries Board.  The  Committee  on  Shipping,  however,  seems  to 
have  been  absorbed  by  the  Shipping  Board,  since  Mr.  Hurley, 
once  chairman  of  the  Committee  on  Shipping,  became  chairman 
of  the  Shipping  Board,  and  the  chairman  of  the  committee  on 
transportation,  who  was  also  chairman  of  the  Advisory  Commis- 
sion, Mr.  David  Willard,  has  since  become  chairman  of  the  War 
Industries  Board  itself.  The  Aircraft  Production  Board  has  since 
been  reorganized  by  Act  of  October  1,  1917,  into  an  Aircraft 
Board  (Mr.  Howard  CotRn  remaining  at  its  head),  and  is  directed 
to  advise  the  officers  of  the  Army  and  Navy  in  charge  of  the  avi- 
ation service. 

Meanwhile  the  Navy  Department,  through  its  Paymaster-Gen- 
eral at  the  head  of  the  Bureau  of  Supplies  and  Accounts,  had  built 
up  an  energetic  purchasing  system.  The  Navy  was  reluctant  to 
merge  its  organization,  which  had  served  its  needs  well  enough, 
as  it  thought,  into  the  War  Industries  Board,  in  the  interest  of 
a  theoretical  coordination  of  purchasing  agencies.  Though  re- 
taining a  representative  on  the  War  Industries  Board,  the  Navy 
has  made  little  use  of  its  services.  The  Shipping  Board  has  no 
representative  on  the  board  and  makes  no  pretense  of  using  its 
services.  The  War  Industries  Board  consequently  serves  almost 
exclusively  as  an  adviser  to  the  War  Department,  and  chiefly  to 
the  Quartermaster-General  and  the  Chief  of  Ordnance.  But  tiiese 
officials  would  seek  advice  on  matters  relating  to  contracts  for 
food,  not  from  the  War  Industries  Board,  but  from  the  Food  Ad- 
ministration, and  on  matters  relating  to  coal  from  the  Fuel  Ad- 
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ministration.  Thus,  despite  the  Council  of  National  Def^ise,  the 
government's  purchasing  system  remains  as  it  was  at  the  begin- 
ning of  the  war,  highly  decentralized. 

The  War  Industries  Board  is  drawing  fewer  contracts  today 
than  were  being  drawn  by  the  Greneral  Munitions  Board  six  months 
ago.  It  is  still  making  recommendations  within  the  scope  of  its 
authority  with  respect  to  prices,  but  the  contracts  are  actuaUy  let 
by  the  bureau  chiefs  of  the  War  and  Navy  Departments,  and 
by  the  Emergency  Fleet  Corporation.  The  Allies,  on  the  other 
hand,  who  formerly  maintained  separate  purchasing  agencies  in 
this  country,  have  centralized. the  management  of  their  purchasing. 
They  now  buy  all  their  materials  and  supplies  (except  food  and 
fuel)  through  or  with  the  advice  of  one  Purchasing  Conunission, 
which  works  in  close  cooperation  with  the  War  Industries  Board. 
The  champions  of  centralization  urge  the  adoption  of  a  similar 
policy  by  the  United  States.  Thus,  the  United  States  Chamber 
of  Commerce,  at  its  war  convention,  held  last  September  at  At- 
lantic City,  formally  recommended  that  all  war  buying  should  be 
assembled  under  the  control  of  one  board  or  executive  department. 

It  may  be  conceded  that  the  government,  through  its  various 
purchasing  agencies,  has  not  fulfilled  all  the  obligations  for  which 
it  may  properly  under  present  conditions  be  held  responsible.  The 
War  Industries  Board  has  arranged  agreements  with  producers 
of  many  kinds  of  materials  and  supplies,  by  which  prices  were  set- 
tled for  purchases  on  government  account.  The  same  board  has 
arranged  agreements  with  copper  and  iron  and  steel  producers  by 
which  prices  were  settled  for  all  legitimate  purchasers.  The  Air- 
craft Production  Board,  now  the  Aircraft  Board,  has  furnished 
much  good  advice  to  the  Chief  Signal  Officer  of  the  Army  and  to 
the  Navy  on  the  building  of  the  great  aerial  battle  fleet.  The 
Food  Commission  has  fixed  minimum  prices  for  wheat,  and  the 
Fuel  Administration,  maximum  prices  for  coal.  But  profiteering 
has  not  ceased ;  and  the  distribution  of  materials  and  supplies  ac- 
cording to  ability  to  pay  is  not  yet  replaced  to  the  extent  that  is 
desirable  by  distribution  according  to  need. 

I  believe,  however,  that  the  most  promising  method  of  dealing 
with  the  existing  situation  is  not  to  assemble  all  war-buying  under 
control  of  one  board  or  executive  department.  A  merger  of  the 
War  Industries  Board  and  the  Aircraft  Board,  for  instance,  with 
power  not  only  to  recommend  prices  and  even  contractors,  but  also 
to  conclude  contracts,  would  not  reach  the  heart  of  the  pr<4>lcni. 
That  docs  not  lie  in  the  placing  of  orders  but  in  their  execatMHt 
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Suppose  that  there  is  a  shortage  of  electric  power  in  a  great 
industrial  district,  say  in  the  Pittsburgh  district,  and  that  some 
of  the  consumers  of  electric  power  in  that  district  must  curtail 
their  consumption  or  altogether  forego  its  use.  Shall  it  be  the 
steel  plants  whose  expanding  demands  has  perhaps  contributed 
most  of  the  shortage?  Or  shall  it  be  the  munitions  factories  which 
take  the  steel  and  convert  it  into  arms  and  ammunition?  Or  shall 
it  be  the  local  public  utilities,  the  street  railway  and  the  lighting 
service?    And  who  shall  decide  these  questions? 

The  steel  plants  may  be  making  heavy  guns  for  the  Army  or 
armor  for  the  Navy  or  structural  shapes  for  the  Shipping  Board, 
or  all  of  these  products  for  the  Allies.  Should  the  War  Depart- 
ment or  the  Navy  Department  or  the  Shipping  Board,  to  say 
nothing  of  the  Allies,  have  power  to  intervene  and  protect  the 
supply  of  electric  power  to  the  steel  plants?  And  what  if  both 
the  Army  and  the  Navy  prefer  to  divert  the  supply  of  electric 
power  to  the  munitions  plants  in  order  not  to  curtail  the  produc- 
tion of  small  arms  or  ammunition,  whilst  only  the  Shipping  Board 
on  account  of  its  interest  in  structural  shapes  rallies  to  the  sup- 
port of  the  steel  plants?  The  conflict  of  interest  and  the  division 
of  authority  go  farther  than  this.  In  the  War  Department,  for 
example,  there  is  the  Quartermaster-Greneral  whose  only  interest 
in  the  matter  may  be  the  output  of  motor  trucks.  There  is  the 
Surgeon-General  whose  only  interest  may  be  the  output  of  surgi- 
cal instruments.  There  is  the  Chief  Signal  Officer  whose  only 
interest  may  be  aeroplanes.  There  are  the  chiefs  of  Ordnance 
and  Engineers  with  their  respective  interests  in  arms,  ammuni- 
tion, and  building  materials.  Each  of  these  is  responsible  only 
for  the  work  under  his  charge,  and  under  no  obligation  to  con- 
sider the  needs  of  the  others.  No  one  of  them  can  justly  decide 
such  a  controversy  as  that  arising  from  a  shortage  of  electric 
power  in  the  Pittsburgh  district.  To  be  sure,  one  of  them,  acting 
under  authority  of  the  National  Defense  Act  of  June  8,  1916,  or 
of  the  War  Appropriations  Act  of  June  15,  1917,  might  perhaps 
requisition  an  electric  power  plant  and  thus  take  what  power  was 
needed  by  the  steel  plant  or  munitions  factory  in  which  he  was  in- 
terested. But  if  one  could  do  this,  all  could  do  it.  There  would 
be  no  solution  of  the  problem.  Nor  can  the  problem  be  solved 
merely  by  the  centralization  of  war  purchasing.  The  fundamen- 
tal problem  is  that  of  priority  in  production,  and  can  be  dealt  with 
only  by  a  properly  constituted  priority  board  with  adequate  juris- 
diction, whether  the  letting  of  contracts  is  centralized  or  not. 
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Or,  consider  a  more  difficult  problem.  Suppose  that  a  Watcr- 
burj  clock  factory,  together  with  the  skilled  workers  therein,  is 
wanted  by  the  Chief  of  Ordnance  for  the  manufacture  of,  saj, 
machine-gun  cartridges.  Shall  the  Chief  of  Ordnance  be  free  to 
commandeer  the  factory,  assuming  that  he  has  the  power  under 
the  National  Defense  Act.'*  It  may  be  that  the  output  of  that 
particular  factory  is  destined  mainly  for  the  export  trade,  either 
with  South  America  or  Asia,  to  be  exchanged  for  nitrate  or  cop- 
per or  wool  or  jute  or  other  products  necessary  for  the  equipment 
and  maintenance  of  armies.  It  may  be  also  that  exchange  with 
the  countries  where  those  commodities  are  produced  is  heavily 
against  the  United  States,  and  that  such  exports  are  sorely  needed 
to  restore  the  balance.  Thus  production  of  clocks  for  export  to 
South  America  or  Asia  may  be  a  matter  of  great  interest  to  sev- 
eral government  offices,  about  which  the  Chief  of  Ordnance  may 
know  little  or  nothing.  There  is  the  Federal  Reser\  e  Board  in  the 
Treasury  Department,  which  is  responsible  for  the  protection  of 
our  stock  of  gold.  There  is  the  Bureau  of  Foreign  and  Domestic 
Commerce  in  the  Department  of  Commerce,  which  is  laboriously 
building  up  our  trade  with  South  America  and  the  Far  East,  and 
may  have  laid  plans  to  capture  the  trade  in  clocks.  There  is  the 
Food  Administration,  which  may  want  to  divert  ships  from  the 
South  American  to  the  transatlantic  trade  in  order  to  carry  food 
to  the  Allies.  There  is  the  Shipping  Board  which  is  trying  to  di- 
minish the  shortage  of  bottoms  by  various  means,  among  others, 
presumably,  by  shortening  long  water  hauls,  whenever  possible. 
The  War  Trade  Board  represents  all  these  interests,  and  more. 
But  it  has  no  power  to  settle  such  a  question  as  that  raised  by  the 
proposal  to  commandeer  a  Waterbury  clock  factory.  Nor  should 
it  have  such  power,  for  it  does  not  represent  either  the  Army  or 
the  Navy.  Indeed  some  arm  of  the  military  or  naval  estabUsb- 
ment  other  than  the  Ordnance  Department  may  be  able  to  put  the 
clock  factory  to  even  better  use  than  the  manufacture  of  machine- 
gun  cartridges.  The  Navy,  for  example,  might  perhaps  use  it  to 
better  advantage  for  the  manufacture  of  signal  rockets  or  depth 
bombs. 

Furthermore,  the  problem  of  priority  in  production  is  a  double 
problem.  It  is  necessary  to  consider  both  priority  in  manufac- 
ture and  priority  in  transportation.  Questions  of  priority  must 
be  considered  from  a  broader  point  of  view  than  can  well  be  pos- 
sessed by  any  existing  organization.  For  their  determination  is 
required  a  different  kind  of  organization;,  not  a  g;teatei;^  centraHza- 
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tion  of  existing  organizations.  The  War  Industries  Board,  like 
the  War  and  Navy  Departments,  is  organized  on  functional  lines. 
Its  vision  is  limited  by  the  functions  it  represents.  What  is 
needed  is  a  Grand  Priority  Board,  to  use  Mr.  William  Hard's 
phrase,  which  shall  be  organized  not  on  the  ordinary  functional 
lines,  but  to  represent  the  various  aspects  of  a  national  war  policy. 
Just  as  the  organization  of  the  General  Staff  of  the  Army  cuts 
across  the  lines  of  bureau  organization,  so  the  organization  of  a 
Grand  Priority  Board  or  Civil  General  Staff  should  cut  across  the 
lines  upon  which  the  War  and  Navy  Departments,  and  independ- 
ent establishments  like  the  Shipping  Board,  are  organized. 

The  foundations  of  such  a  Civil  General  Staff  have  already  been 
laid.  The  first  organization  chart  of  the  Council  of  National  De- 
fense showed  no  priority  committee.  There  was,  however,  an  In- 
terdepartmental Advisory  Committee  out  of  which  eventually  de- 
veloped the  present  Clearance  Committee.  This  committee  is 
nominally  composed  of  representatives  from  each  of  the  dozen  or 
more  purchasing  offices  in  the  War  and  Navy  Departments  plus 
the  Emergency  Fleet  Corporation  and  Food  Administration  and 
Allies'  Purchasing  Commission.  Of  these,  however,  only  the  army 
members  seem  to  be  regular  in  their  attendance.  It  is  now  closely 
connected  with  the  War  Industries  Board,  and  is  destined  appar- 
ently to  promote  so  far  as  possible  the  most  efficient  distribution 
of  orders  for  materials  and  supplies,  that  is,  such  a  distribution 
as  will  give  rise  to  the  least  possible  number  of  questions  of  pri- 
ority when  manufacturers  find  themselves  unable  to  fill  the  orders 
of  different  purchasing  agencies  with  sufficient  promptness.  When 
such  questions  arise  they  are  referred  to  the  Priority  Conunittee 
of  the  War  Industries  Board.  This  committee  has  power  to  issue 
priority  certificates  to  manufacturers  in  cases  submitted  to  it  for 
adjudication.  In  general,  only  the  War  Department  submits 
cases.  The  Navy  and  the  Shipping  Board  do  not  look  upon  it 
with  favor.  There  is  no  attempt  to  lay  down  a  general  policy 
for  all  manufacturers.  In  short  the  Priority  Committee  of  the 
War  Industries  Board  is  not  much  more  than  an  adjunct  to  cer- 
tain bureaus  of  the  War  Department. 

More  progress  has  been  made  in  the  development  of  machinery 
for  determining  priority  in  transportation.  By  the  Act  of  May 
29,  1917,  the  Interstate  Commerce  Commission  was  authorized  to 
establish  rules  with  respect  to  car  service,  in  order  to  deal  more 
effectively  with  the  car  shortage.  This  measure  proved  ineffec- 
tive, and  a  further  step  was  taken  by  the  Act  of  August  10,  pro- 
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viding  for  priority  in  transportation.  By  this  act  the  President 
was  authorized,  if  he  deemed  it  necessary  as  a  war  measure,  to  di- 
rect that  such  traffic  as  he  shall  judge  essential  shall  have  prefer- 
ence either  with  respect  to  the  supply  of  cars,  or  with  respect  to 
movement,  or  both.  He  designated  Judge  Lovett  the  chairman  of 
the  Priority  Committee  of  the  War  Industries  Board,  to  exercise 
his  powers  under  this  act.  Judge  Lovett  has  issued  several  pri- 
ority orders.  Of  these  order  No.  5,  issued  in  December,  is  the 
most  important.  This  order  gives  first  preference  both  in  supply 
of  cars  and  in  movement,  to  coal  for  steam  railroads;  second,  to 
live-stock,  food,  and  perishables;  third,  to  munitions,  and  other 
military  and  naval  supplies ;  fourth,  to  coal  for  by-products  coke 
ovens;  and  fifth,  to  coal  for  hospitals,  schools,  and  private  con- 
sumption, for  public  utilities  and  for  industrial  establishments. 
Finally,  on  December  28,  the  government  took  over  the  manage- 
ment of  the  railroads,  and  assured  itself  the  power  most  efficiently 
to  enforce  this  and  other  priority  orders. 

The  further  development  of  a  Grand  Priority  Board  or  Civil 
General  Staff  is  dependent  not  only  upon  proper  organization  but 
also  upon  adequate  information.  The  statistical  division  of  the 
Council  of  National  Defense  has  already  begun  to  supply  such  in- 
formation. It  is  attempting  to  keep  a  record  of  all  war  contracts 
and  deliveries,  of  establishments  producing  war  supplies,  of  esti- 
mated future  war  needs,  of  prices  of  munitions,  of  current  shipping 
supplies,  of  production  of  raw  materials,  and  of  other  information. 
But  much  remains  to  be  done. 

Such  is  the  foundation  of  the  Grand  Priority  Board  or  Civil 
General  Staff  which  is  needed  at  Washington.  The  form  of  the 
organization  is  foreshadowed,  but  the  parts  are  yet  scattered. 
The  policy  of  decentralized  administration  in  the  making  of  war- 
purchases  is  sound.  There  seems  to  be  no  necessity  for  taking 
further  power  from  the  Quartermaster-General  of  the  Army,  or 
the  Chief  of  Ordnance,  or  the  Paymaster-General  of  the  Navy,  or 
the  Emergency  Fleet  Corporation,  to  confer  it  upon  the  War 
Industries  Board.  But  the  Priority  Committee  should  be  made 
independent  of  the  War  Industries  Board  and  the  Council  of 
National  Defense,  granted  a  broader  jurisdiction,  assigned  more 
certain  powers,  brought  into  close  relations  with  the  Director  Gen- 
eral of  Railroads  and  his  priority  administrator,  and  with  the 
Shipping  Board,  and  provided  with  adequate  means  for  procur- 
ing information. 
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TARIFF  ADJUSTMENTS 

By  Edward  P.  Costigan 
United  States  Tariff  Commmsion 

In  the  field  of  foreign  commerce,  at  the  end  of  the  war,  the  im- 
portant changes  on  which  the  world  may  count  are  more  likely  to 
be  represented  by  spirit  than  form.  We  are,  happily,  sure  of 
newly  expressed,  zealously  affirmed  principles  of  international  fel- 
lowship, equality  of  opportunity,  and  just  relations.  Less  prob- 
able is  an  original  attitude  toward  the  familiar  use  of  tariffs  and 
commercial  treaties  with  the  intention  of  determining  world  trade. 
Presumably,  even  from  the  unprecedented  catastrophe  and  con- 
vulsion of  our  time,  notwithstanding  the  growing  promise  of  an 
effective  league  of  peace,  national  sovereignities  and  age-old 
markets  will  emerge ;  and,  in  the  period  of  reconstruction,  nations 
or  groups  of  nations  will  promptly  seek,  by  practiced  methods, 
both  self-sustaining  industrialism  and  the  reciprocal  benefits  of 
commercial  intercourse.  Confirming  the  hopes  of  thinking  men,  in 
the  interest  of  durable  peace,  there  may  perhaps  result  from  a 
victory  of  the  allied  democrats,  a  desirable  fundamental  movement 
toward  the  unity  of  English-speaking,  and,  indeed,  other  civilized 
peoples ;  a  far  more  general  and  profound  conception  of  the  bene- 
fits of  commerce,  when  conducted  with  a  minimum  of  restrictions ; 
certain  broad,  novel,  and  hopeful  experiments  in  international  con- 
trol; some  common  understanding,  whereby  essential  raw  materials 
may  become  accessible,  on  fair  terms  of  apportionment,  to  the 
people  of  all  countries ;  and,  perhaps,  a  coordinated  policy  of  con- 
servation and  use  of  natural  resources  throughout  the  world,  to 
the  end  that  the  war-debt  burdens,  already  oppressing  mankind, 
may  be  lightened,  and,  within  a  reasonable  future,  removed.  None 
the  less,  barter  will  abide.  Despite  artificial  barriers,  the  tides  of 
trade  and  competition  will  ebb  and  flow,  and  nations,  running 
measurably  true  to  form  and  precedent,  will,  doubtless,  again  and 
again  essay  to  control  the  course,  and  even  challenge  the  sound- 
ness, of  orthodox  "economic  laws.'' 

Proposed  Economic  AUia/nces 
Illustrations  of  these  tendencies  are  both  recent  and  numerous. 
No  one  here  is  without  knowledge  of  the  literature,  conferences, 
and  thought,  devoted  in  the  Central  Empires,  since  August,  1914, 
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to  the  creation  of  a  permanent  and  self-sufficient  economic  unit, 
generally  spoken  of  as  Middle  Europe.  In  sharp  distinction,  and 
with  like  disregard  of  the  internationalism  of  the  modem  world, 
the  celebrated  Paris  Economic  Conference  of  June,  1916,  vainly 
proposed  to  erect  the  temple  of  permanent  peace  on  the  shifting 
sands  of  economic  war.  It  outlined  an  elaborate  scheme  of  com- 
mon measures  for  the  Allies,  extending  not  only  through  the  period 
of  actual  conflict,  and  the  later  stage  of  transition  to  peace,  but 
permanently  thereafter.  One  prevailing  idea  has  been  the  same: 
economic  independence  through  the  control  of  resources  deemed 
indispensable. 

The  Paris  Economic  Agreement 

Fortunately,  the  futility  and  danger  of  the  peace  features  of 
those  programs  are  already  widely  recognized.  Nothing  during 
these  trying  times  said  or  done  by  President  Wilson  has  more 
strikingly  or  serviceably  evidenced  his  leadership  than  his  rejection 
of  "selfish  and  exclusive  economic  leagues.''  His  criticism  brought 
home  to  a  large  portion  of  the  public,  both  here  and  abroad,  what 
historians  and  economists  instantly  perceived  when  the  Paris  reso- 
lutions were  announced,  that  the  division  of  the  world  into  two 
permanently  hostile  economic  groups  would  give  international 
sanction  to  the  vast  and  inhuman  ruthlessness  which  has  irredeem- 
ably discredited  Grerman  autocracy.  In  seeking  to  escape  that 
yoke,  it  is  worse  than  folly  to  employ  the  same  principles  of  war 
and  servitude.  As  far-sighted  economists  have  imanswerably  made 
clear,  the  enforcement  of  the  future  terms  of  the  Paris  agreement 
would  involve  the  continued  walling  round  of  Central  Europe; 
prolonged  harmony  of  action  on  the  part  of  the  Allies,  whose  eco- 
nomic interests  are  not  always  identical ;  the  extinguishment  of  a 
large  market  and  the  indefinite  postponement  of  the  financial  com- 
pensation reconstruction  may  seek.  An  even  more  essential  con- 
sideration is,  however,  the  unescapable  conclusion  that,  soon  or 
late,  the  plan  must  yield  to  the  settled  rules  of  profitable  exchange, 
although  under  the  Paris  agreement  that  would  not  come  to  pass 
until  the  proposed  discrimination  against  the  peoples  of  Central 
Europe  had,  in  their  eyes,  justified  and  made  seemingly  necessary 
the  present  war,  and  until  the  foundation  had  been  laid  for  other 
more  extravagant  and  terrible  conflicts,  prosecuted  with  even  more 
appalling  disregard  of  civilized  standards.  In  a  word,  the  ^ar 
after  the  war"  feature  of  the  Paris  Economic  Conference  was  an 
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ill-considered  judgment,  pronounced,  under  stress  of  great  provo- 
cation, in  the  heat  of  resentment  and  suffering. 

Sca/ndnupoian  Conference 
Nevertheless,  and  even  though  the  main  future  purpose  of  the 
Paris  Economic  agreement  is  destined  to  repudiation,  modifica- 
tions of  the  plan  are  likely  to  endure;  and  there  are  signs  that 
we  shall  see  numerous  economic  ventures  tending  in  the  direction, 
if  not  actually  taking  the  form,  of  economic  alliances.  The  ex- 
citement occasioned  by  the  conferences  of  the  Central  and  Entente 
Powers  has  not  wholly  abated,  and  all  sorts  of  movements  are  un- 
der way,  looking  to  further  industrial  and  economic  preparedness 
and  independence.  Norway,  Sweden,  and  Denmark,  caught  be- 
tween the  upper  and  nether  millstones  of  such  threatened  economic 
unions,  sent  representatives,  in  1916,  to  a  Scandinavian  Confer- 
ence, the  objects  of  which  were  the  maintenance  of  neutrality,  and 
the  safeguarding  of  common  interests  and  independence  in  the  eco- 
nomic struggle  to  follow  the  war.  In  Italy,  plans  are  being  ac- 
tively formulated  in  some  quarters  in  support  of  national  indus- 
trialism for  a  high  range  of  tariff  duties,  concessions  from  which 
are  contemplated  in  return  for  like  conscessions  from  other  na- 
tions, to  be  secured  through  duly  negotiated  commercial  treaties. 

British  Imperial  Preferences 
Even  in  Great  Britain,  the  swing  of  the  pendulum  is  discernible 
in  the  increasing  emphasis  on  the  policy  of  imperial  preferences, 
embracing  India  and  the  self-governing  dominions.  Partly  as  an 
indication  of  this  attitude,  resulting  from  the  war,  and  partly  as 
an  outgrowth  of  the  pri6r  agitation  for  imperial  preferences,  the 
Council  of  the  London  Chambjer  of  Commerce,  some  two  weeks 
prior  to  the  Paris  Conference,  tentatively  recommended  a  graded 
system  of  preferential  tariff  rates,  for  Great  Britain,  on  wholly 
manufactured  and  semi-manufactured  goods,  and  on  manufactured 
foodstuffs,  among  other  materials,  to  be  taxed,  highest  for  enemy 
countries,  less  for  neutrals,  still  less  for  the  Allies,  and,  by  virtue 
of  provisions  looking  to  imperial  preferences,  least  of  all  for  the 
British  Empire  coimtries.  In  February  1917,  a  committee 
of  the  House  of  Commons  approved  a  resolution  calling  for 
preferences  in  the  markets  of  Great  Britain  for  imperial  pro- 
ducts. Resolutions  of  like  purport  were  thereafter  adopted  by  the 
Imperial  Conference  meeting  at  London.    Of  similar  significance. 
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though  with  a  different  approach — due  in  no  inconsiderable  de- 
gree to  prior  and  continuing  demands  for  British  imperial  prefer- 
ences— the  Royal  Commission  on  Natural  Resources,  Trades,  and 
Legislation,  appointed  in  the  pre-war  days  of  1912)  presented  to 
the  British  Parliament  in  March,  1917,  a  comprehensive  report 
powerfully  emphasizing  pertinent  conclusions. 

Report  of  British  Royal  Commission  on  World  Supplies 

Surveying  particularly  the  material  resources  of  the  British 
Empire  from  military  and  economic  standpoints,  that  report  di- 
vides important  supplies  into  those  mainly  or  wholly  produced 
within  the  Empire,  those  as  to  which  the  Empire's  production  and 
consumption  approximately  correspond,  and  those  as  to  which 
the  Empire  is  dependent  on  external  sources.  To  be  concrete,  the 
report  claims  for  various  designated  parts  of  the  British  Empire 
the  world's  chief  supplies  of  nickel,  cobalt,  asbestos,  mica,  kauri 
gum,  phorium  fibre,  diamonds,  ostrich  feathers,  jute,  palm  nuts 
and  palm  kernels,  something  less  than  one-half  the  wool,  a  larger 
per  cent  of  merino  wool,  and  more  than  half  the  gold  output.  At- 
tention is  given  both  to  the  military  and  economic  importance  of 
some  of  the  articles.  Doubt  is  expressed,  and  inquiry  prompted, 
as  to  whether,  at  present,  minerals,  obtained  from  foreign  sources, 
such  as  potash,  borax,  platinum,  and  quicksilver,  are  to  be  found 
within  the  boundaries  of  the  Empire.  The  relative  disadvantage 
of  the  Empire  in  the  production  of  petroleum,  and  the  value  of 
that  product  for  navy  use,  lead  to  the  recommendation  of  a 
policy  of  governmental  reservation  of  a  part  of  the  public  do- 
main, similar  to  that  adopted  in  the  United  States.  The  depend- 
ence of  the  people  of  the  British  Empire  is  recognized, — on  Ger- 
many for  potash,  on  Chile  for  deposits  of  nitrate  of  soda,  on  Ar- 
gentina for  maize — from  which  starch  and  industrial  alcohol  are 
procured — and  on  the  United  States  for  the  bulk  of  the  cotton  sup- 
ply. The  Report  of  the  Royal  Commission,  however,  goes  far 
beyond  mere  enumeration.  The  materials  embraced  in  the  group, 
and  admitted  to  be  under  alien  control,  are  treated  as  constitut- 
ing a  field  for  scientific  research  and  the  discovery  of  possible  sub- 
stitutes, while  the  division,  in  which  are  classified  the  materials  for 
which  the  world  must  largely  or  wholly  look  to  the  British  Empire, 
is  frankly  stamped  with  signal  importance  (to  use  the  language 
of  the  Commission)  ^^as  a  powerful  means  of  economic  defense.'* 
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Modern  Commercial  Bargaining  Tendencies 
In  a  word,  in  the  era  when  tariff  systems  have  been  vitally  disar- 
ranged, and  commercial  treaties  have  well-nigh  disappeared,  in 
the  wreck  of  international  relations,  projects  are  rapidly  matur- 
ing in  the  various  involved  nations  looking  far  less  toward  liber- 
ated after-the-war  conunerce  than  to  the  primary  economic  self- 
reliance  of  individual  nations,  largely  to  be  achieved  through  the 
importance  of  certain  ^^key"  resources  and  materials,  and  their  use 
both  defensively  and  offensively.  For,  of  course,  no  one  will  any 
longer  consider  economic  defense  as  differing  from  military  de- 
fense in  possibilities  of  aggressive  development.  It  is  a  satisfac- 
tion to  know  that  some  moderating  factors  present  themselves. 
One  is  the  common  group  of  problems  and  the  underlying  inter- 
dependence of  those  who  find  themselves  allied  in  tragic  destiny. 
Another  is  the  foreseen  certainty  that  war-Incurred  obligations 
must  be  chiefly  met  and  canceled  in  the  peace  period  through  com- 
modity rather  than  specific  payments.  Perhaps  most  influential 
of  all  is  the  deepening  conviction  of  mankind  that  commerce  built 
upon  force  is  a  standing  invitation  to  recurring  war.  None  the 
less,  it  appears  quite  improbable  that  anything  approaching  trial 
of  the  commercial  Utopia  of  the  classic  economists  may  be  ex- 
pected in  the  near  after-the-war  period.  On  the  contrary,  pres- 
ent signs  indicate  that  the  necessary  task,  of  building,  in  a  measure 
anew,  the  world  structure  of  commercial  treaties  and  tariff  ar- 
rangements, will  be  approached  by  the  great  industrial  nations, 
notwithstanding  international  friendliness,  primarily  in  the  light 
of  bargaining  advantages  to  the  separate  states.  The  best  pres- 
ent promise  of  escape  is  by  the  avenue  of  such  international  con- 
trol of  essential  supplies  as  joint  wisdom  may  undertake  to  create. 
In  any  event,  under  the  violent  impulse  of  war,  attention  is  being 
focused  on  the  paramount  importance  of  specific  economic  prizes — 
varied  by  the  discoveries  of  science  and  the  changing  needs  of  civi- 
lization— for  the  retention  or  procurement  of  which  future  com- 
mercial treaties  will  be  largely  shaped,  and  future  tariffs  some- 
what adjusted. 

Maoements  Toward  Tariff  Revision  in  France^  Italy^  and  Japan 

The  era  beginning  with  the  return  of  peace  will  therefore  de- 
mand something  akin  to  professional  skill  in  the  consideration  of 
the  elements  at  stake,  the  forceful  presentation  of  those  factors  in 
official  conferences,  and  the  drafting,  with  discrimination  and  par- 
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ticularity,  of  the  actual  agreements.  The  period  will  see  the  con- 
summation of  many  specially  negotiated  arrangements.  France 
has  legislative  committees,  practically  in  the  form  of  a  tariff  com- 
mission, investigating  tariff  duties  and  the  international  phases  of 
commercial  treaty  relations ;  and  there  is  general  expectation  that 
the  French  pre-war  tariff  system  is  about  to  undergo  substantial 
changes.  In  Italy,  where  all  outstanding  conunercial  arrange- 
ments are  being  formally  terminated,  elaborate  plans  are  on  foot 
for  the  establishment  of  a  tariff  system  to  be  based  on  agreements 
with  other  nations.  The  employment  of  concessional  and  retalia- 
tory tariffs  is  being  counted  on  to  assure  mutually  beneficial  ar- 
rangements, and  the  program  is  being  fortified  by  governmental 
studies  of  separate  Italian  industries,  now  in  progress  under  the 
direction  of  a  Royal  Commission,  concerned  with  the  reform  of 
Italy's  tariff  system  and  commercial  treaties.  Similarly,  Japan, 
in  April  of  this  year,  created  an  Extraordinary  Investigation  De- 
partment, one  branch  of  which  is  concerned  with  tariff,  commer- 
cial, and  industrial  studies.  Representatives  of  the  various  coun- 
tries mentioned  are  not  confining  their  tariff  investigations  within 
the  borders  of  their  respective  countries,  but  are,  even  now,  visit- 
ing other  parts  of  the  world,  when  possible,  and  conferring  with 
representatives  of  the  various  governments,  in  the  different  na- 
tional capitals,  with  the  object,  among  others,  of  making  a  com- 
plete survey  of  the  opinions  of  world  leaders  on  the  significant  fea- 
tures of  economic  and  industrial  preparedness.  These  are  but  a 
few  of  the  signs  pointing  to  a  world  equipped  to  grapple  here- 
after, with  keener  perception,  and  from  a  fresh  viewpoint,  with 
tariff  and  commercial  problems.  It  thus  appears  that  in  differ- 
ent directions  there  is  an  assembling  of  all  available  tariff  and 
commercial  data.  Exhaustive  inquiry  is  being  prosecuted  into  the 
best  means  of  advancing  national  well-being  and  commercial  ex- 
pansion. There  is,  too,  as  a  necessary  part  of  wisdom,  searching 
examination  of  historical  backgrounds,  and  of  the  respective  out- 
looks of  leading  nations  on  commercial,  financial,  and  general  eco- 
nomic problems.  To  sketch  the  outlines  of  the  situation  in  its  tariff 
aspects,  and,  incidentally  inquire  into  the  existing  equipment  of 
the  United  States  for  adequately  meeting  the  tariff  and  commer- 
cial plans  of  other  countries,  in  their  new  economic  adventure, 
may,  therefore,  be  regarded  as  of  immediate  interest. 

It  is  unnecessary,  in  this  presence,  to  review,  in  detail,  the  di- 
verse tariff  systems  and  commercial  treaties  in  use  in  August, 
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1914|  by  the  leading  countries  of  Europe  and  this  continent.  At 
prior  meetings  of  the  American  Economic  Association,  there  have 
been  occasional  excursions  into  that  field,  and  distinguished  and 
able  members  of  this  body  have  played  no  inconsiderable  part  in 
the  analysis  and  criticism  of  deficiencies  in  private  and  govern- 
mental machinery,  and  the  lack  of  commercial  and  legal  equipment 
for  meeting  the  world's  imperative  summoning  to  the  related  tasks 
of  statemanship.  Passing  reference  to  prior  and  existing  condi- 
tions may,  however,  even  here,  be  not  wholly  improfitable. 

Tariff  Systems  of  the  United  States^  Canada^  Great  Britain^ 
France^  and  Germa/ny 
Historically,  the  search  for  revenue  and  protection  to  young 
industries  marked  the  beginning  of  this  country's  autonomous 
tariff  experience.  The  single  tariff  set  of  rates,  applicable  alike 
to  all  imported  commodities  of  whatever  origin,  fixed  by  congres- 
sional action  and  subject  only  to  congressional  change,  long  con- 
tinued as  the  prevailing  system  of  the  United  States.  From  time 
to  time  there  developed,  however,  certain  modifications  through 
commercial  agreements  and  authorized  presidential  action.  A 
striking  instance  of  the  former  was  our  reciprocity  agreement  with 
Canada  of  1864.  To  the  use  of  presidential  authority  I  shall 
make  brief  reference  later.  Grenerally  speaking,  it  may  however 
be  said  that  we  have  had  and  have  but  one  set  of  customs  duties. 
Our  northern  neighbor,  Canada,  in  contradistinction,  for  a  con- 
siderable period  has  used  a  so-called  "multiple"  system,  with  three 
outstanding  sets  of  rates,  in  addition  to  surtaxes  used  for  pen- 
alizing purposes — the  lowest  a  varying  scale  of  specified  duties 
amounting  to  preferences  for  the  encouragement  of  British  im- 
perial trade;  another  intermediate  group  of  rates,  the  benefits  of 
which  were,  in  1910,  extended  to  France,  and  through  the  opera- 
tion of  the  most-favored-nation  clause  in  Great  Britain's  commer- 
cial treaties,  to  numerous  other  coimtries ;  and  a  third,  higher  and 
general  set  of  rates,  applying  to  the  rest  of  the  world's  commo- 
dities, largely  including  those  of  the  United  States,  seeking  entry 
to  Canadian  markets.  In  Europe,  on  the  other  hand,  within  re- 
cent times,  several  tariff  systems  have  been  notable.  One  is  most 
naturally  identified  with  Great  Britain,  where,  through  adherence 
to  the  results  of  Cobden's  corn-law  agitation,  the  outbreak  of  the 
war  foimd  a  single  and  very  limited  set  of  customs  duties  applied, 
regardless  of  the  country  of  origin,  representing,  imlike  the  United 
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States,  a  policy  substantially  of  free  trade.  The  few  duties  so 
levied  were  frankly  imposed  without  other  significance  than  reve- 
nue purposes.  A  second  typical  European  tariff  system  is  that 
most  prominently  identified  with  France.  It  is  commonly  spoken 
of  under  the  designation  "maximum  and  minimum."  It  has  two 
sets  of  rates,  the  so-called  "maximum"  being  generally  applicable 
to  imports,  the  lower  or  "minimum"  set  being  reserved  for  ex- 
tension, through  commercial  treaties,  to  nations  offering  recipro- 
cal advantages.  Finally  must  be  mentioned  the  tariff  system 
long  and  typically  associated  with  Germany,  and  frequently  re- 
ferred to  as  "general  and  conventional."  The  higher  or  general 
rates  date  back  to  tariff  legislation  in  the  decade  following  the 
Franco-German  War.  Those  rates  represented  the  standard  bj 
and  from  which  concessions  were  computed.  The  conventional 
rates,  in  instances,  took  the  form  of  a  pledge  not  to  advance  the 
general  rates  within  a  given  time,  but  more  usually  and  in  the 
sense  commonly  understood  have  represented  a  lower  scale  of 
duties  built  on  and  resulting  from  commercial  agreements  with 
such  countries  as  Austria-Hungary,  Belgium,  Greece,  Italy, 
Portugal,  Roumania,  Russia,  Servia,  and  Sweden. 

Effect  of  European  and  American  Interpretation  of  the  Most- 
Favor  ed-N  at  ion  Clause 

As  these  references  will  remind  you,  during  the  last  half  century 
there  has  been  a  special  moulding  of  their  respective  tariff  sys- 
tems by  leading  nations,  with  the  object  of  trading  commercial 
benefits,  though,  of  course,  tariff  bargains  have  a  much  longer 
history.  Through  this  more  recent  period  it  should  also  be  re- 
called that  a  potent  element,  in  extending  the  influence  of  bar- 
gaining treaties,  has  been  the  most-favored-nation  clause  in 
such  treaties.  The  unconditional  European  interpretation  of  that 
clause  has  resulted  automatically  in  the  extension  to  other  coun- 
tries, sharing  such  treaty  privilege,  of  whatever  advantages  have 
been  conceded  by  any  one  of  the  treaty  group  to  the  products  of 
any  third  country.  It  will  be  remembered  that  this  extension  of 
treaty  benefits  has  not  always  occurred  without  serious  complaint 
in  France,  and,  under  different  circumstances,  in  Germany  against 
the  manner  of  its  operation.  In  France,  for  instance,  there  were 
at  times  protests  because  Gennany,  after  the  Treaty  of  Frank- 
fort, through  the  most-favored-nation  clause,  had  access  to  French 
markets  on  the  same  terms  allowed  other  countries,  even  while 
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Germany's  growing  protectionist  policy  was  excluding  France,  in 
common  with  other  countries,  from  Germany's  markets.  In  the 
United  States,  from  the  beginning,  a  different  interpretation  was 
placed  on  the  most-favored-nation  clause,  and  thereby  a  different 
policy  was  adopted.  As  is  well  known,  we  have  preserved  the  use 
of  such  forms  of  that  clause  as  have  enabled  our  government  to 
maintain,  and  the  Supreme  Court  of  the  United  States  to  sanc- 
tion, the  view  that  the  benefits  of  our  most-favored-nation  treat- 
ment pass  only  to  those  countries  making  concessions  to  us  which 
we  regard  as  equivalent  to  the  concessions  of  the  particular  coun- 
try entering  into  the  treaty.  We  have  in  addition  extended  with- 
out price  any  concessions  gratuitously  granted  by  us  elsewhere. 
Generally  speaking,  however,  with  us  mutual  disposition  to  ex- 
change benefits  does  not  suffice.  The  widening  of  the  American 
promise  becomes  effective  only  on  the  receipt  of  like  consideration. 
This  construction  favors  specialized  agreements.  It  enables  a 
country  with  extensive  economic  resources  to  practice  careful, 
perhaps  too  careful,  bargaining,  the  more  so  if  such  country  has 
efficient  and  mobile  bargaining  powers.  On  the  other  hand,  the 
European  interpretation  of  the  clause  has  in  the  main  aided  the 
development  of  the  different  tariff  systems  abroad — ^more  especially 
the  general  and  conventional  system — during  the  last  half  cen- 
tury. It  has  simplified  a  complex  situation,  by  reason  of  its  di- 
rect tendency  to  prevent  the  substantial  nullification  of  commer- 
cial agreements  through  more  important  subsequent  concessions 
to  some  third  country  or  countries.  Though  Great  Britain  has 
generally  secured  most-favored  treatment,  from  a  bargaining 
standpoint,  by  virtue  of  her  policy  of  opening  her  ports  equally  to 
the  products  of  all  countries,  she  has  been  least  advantageously 
placed  to  gain  concessions.  Moreover,  the  self-governing  domin- 
ions of  Crreat  Britain,  in  recent  years,  in  the  development  of  their 
own  fiscal  and  tariff  policies,  have  been  more  and  more  insistent — 
under  conditions,  within  the  Empire,  of  proven  loyalty,  which 
Great  Britain  might  not  easily  ignore — on  their  emancipation 
from  the  most-favored-nation  obligations  in  the  commercial  agree- 
ments of  Great  Britain.  As  between  the  double  tariff  systems  of 
France  and  Grermany,  that  of  Frcuice,  for  obvious  reasons,  has 
served  less  efficiently  as  a  bargaining  medium.  It  has  been  less 
elastic.  Both  its  maximum  and  minimiun  rates  have  been  fixed 
by  the  legislative  branch  of  the  government,  whereas  the  Grerman 
conventional  rates  have  not  required  legislative  sanction.    Because 
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of  this  difference,  the  maximum  and  minimum  rates  of  France  have 
been  less  subject  to  flexible  change,  and,  the  fact  that,  in  certain 
instances,  the  concession  of  minimum  rates  with  most-favored- 
nation  benefits,  could  not  be  claimed  by  certain  other  countries 
coincided  with  a  series  of  disastrous  "tariff  wars," — notably  those 
in  which  France  became  involved  with  Spain,  Switzerland,  and 
Italy.  From  these  controversies  France  emerged,  with  her  trade 
seriously  impaired,  and  under  the  necessity  in  some  cases  of  mak- 
ing concessions  even  below  the  minimum  scale.  Germany,  while 
not  free  from  tariff  quarrels,  and,  while  occasionally  compelled  to 
yield  ground,  succeeded,  on  the  whole,  in  maintaining  her  own  eco- 
nomic program  and  in  negotiating  important  commercial  agree- 
ments, so  satisfactory  from  the  German  standpoint,  that,  after 
long  trial,  their  renewal  was  sought  and  obtained.  Moreover,  the 
specialization  in  tariff  classifications  resorted  to  by  Germany, 
though  often  criticised  as  evasive  of  commercial  agreements,  rep- 
resents a  striking  example  of  the  possibility  of  using  technical 
skill  and  accuracy  to  promote  commercial  profit.  It  is  patent, 
therefore,  that  the  elasticity  and  effectiveness  of  the  German 
practice  should  be  expertly  examined,  if  future  free-flowing  com- 
merce is  to  continue  subject  to  modification  by  bargaining  meth- 
ods and  conditions. 

The  United  States  Has  No  Effective  Methods  for  Guardmg 
Ag avast  Discrimination 
In  the  face  of  these  European  conditions,  the  United  States,  at 
the  end  of  varied  and  unsatisfactory  experiments,  finds  itself  with- 
out either  a  definite  bargaining  policy  or  effective  weapons  for 
tariff  negotiations.  Our  isolation  from  Europe,  our  form  of  gov- 
ernment, and  our  internal  development  long  subordinated  the  con- 
sideration of  this  phase  of  our  tariff  question,  though  certain 
American  public  men,  among  them  Jefferson,  while  Secretary  of 
State  under  Washington,  early  urged  the  propriety  of  such  a 
commercial  program.  This  advocacy  has  found  support,  in  our 
generation,  among  such  representatives  of  a  different  general  pol- 
icy as  Secretary  of  State  Blaine  and  President  McKinlcy.  It  maj, 
indeed,  be  doubted  whether  there  is  anything  fundamentally  con- 
troversial in  the  proposal  to  establish  in  the  United  States,  in  con- 
junction with  our  tariff,  regardless  of  the  level  on  which  its  gen- 
eral rates  may  be  adjusted,  well-considered  provisions  for  tariff 
and  commercial  negotiations  with  foreign  countries.     Assuming 
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this  to  be  reasonable,  we  should  frankly  face  the  prospect  of  fu- 
ture and  similar  use  of  their  respective  tariff  systems  by  leading 
foreign  countries,  and  should  plan,  within  proper  limits,  to  safe- 
guard our  foreign  commerce  against  unfair  and  artificial  exclu- 
sion of  our  products,  and  arbitrary  and  avoidable  discrimination. 
To  achieve  this  is  to  do  more  than  borrow  a  leaf  from  the  book  of 
European  experience.  It  is  a  step  toward  economic  prepared- 
ness ;  an  illustration  of  our  capacity  for  meeting  and  solving,  with 
national  equipment  and  efficiency,  after-the-war  emergencies. 

Reciprocity  Experiments  of  the  United  States 

Some  review  of  our  past  shifting  experiments  along  these  lines, 
may,  at  once,  remind  us  of  forgotten  but  instructive  history,  and 
tend  to  clarify  our  conclusions.  The  pertinent  provisions  of,  and 
our  experiences  under,  the  respective  tariff  acts  of  1890,  1894, 
1897,  and  1913  are  susceptible  of  concise  summary.  The  reci- 
procity policy  inaugurated  by  the  Act  of  1890  gave  legal  author- 
ity to  the  President  of  the  United  States  to  impose  enumerated 
duties  on  a  few  specified  articles  embraced  in  the  free  list — chiefly, 
raw  and  uncured  hides,  tea,  coffee,  sugar,  and  molasses — ^when- 
ever the  President  was  satisfied  that  the  customs  duties  of  foreign 
coimtries  were  "reciprocally  unjust  or  unreasonable."  A  brief 
trial  of  the  law  resulted  in  a  substantial  lowering  in  certain  coun- 
tries, such  as  Cuba  and  Brazil,  of  import  duties  in  favor  of  the 
United  States.  With  the  ensuing  change  of  administration,  in 
1894  this  policy  was  reversed,  by  repeal.  In  1897  Congress  re- 
newed the  presidential  authority  of  the  Act  of  1890,  omitting 
sugar  and  hides  from,  and  adding  tonka  and  vanilla  beans  to,  the 
specified  articles,  and  further  provided  for  two  groups  of  com- 
mercial arrangements :  first,  agreements,  restricted  to  the  offer  by 
the  United  States  of  concessions  on  a  very  limited  set  of  articles — 
crude  tartar,  paintings,  statuary,  wines  and  certain  other  liquors 
— to  be  negotiated  and  proclaimed  by  the  President  without  the 
sanction  of  Congress  or  the  Senate ;  and  second,  general  commer- 
cial treaties  which  were  to  provide  for  reciprocal  reductions  in  du- 
ties on  any  articles,  subject  to  congressional  ratification,  and 
senatorial  approval.  As  events  developed,  only  the  former  of 
those  methods  proved  of  worth  in  the  negotiation  of  agreements. 
That  way  was  provided  by  the  third  section  of  the  Act  of  1897. 
The  authorization  of  the  presidential  proclamation  of  certain  re- 
ciprocal arrangements,  without  requirement  of  subsequent  con- 
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gressional  ratification,  resulted  in  a  number  of  tariff  agreements 
with  leading  European  countries.  For  example,  we  were  allowed 
in  July,  1900,  the  reduced  conventional  tariff  rates  of  Germanj, 
provided  for  in  her  commercial  treaties  with  Austria-Hungary, 
Belgium,  Italy,  Roumania,  Russia,  Servia,  and  Switzerland;  and, 
in  return  for  our  concession  of  lower  duties  on  imported  crude 
tartar,  statuary,  paintings,  wines  and  other  specified  liquors,  we 
received  from  France  her  minimum  tariff  rates  on  lumber,  fruits, 
canned  meats,  lard,  and  some  other  commodities.  The  actual  ne- 
gotiation of  these  agreements  was  entrusted,  between  1897  and 
1901,  to  a  Reciprocity  Commissioner,  John  A.  Kasson,  appointed 
by  President  McKinley,  after  the  passage  of  the  Act  of  1897.  Mr. 
Kasson,  also,  under  the  other  provision — ^the  fourth  section — of 
that  act  eventually  negotiated  a  series  of  tentative  treaties,  chiefly 
affecting  our  commerce  with  parts  of  the  West  Indies  and  South 
America,  and  with  France.  These  agreements,  however,  failed  to 
receive  the  ratification  of  the  Senate,  required  by  that  particular 
section.  In  1909  occurred  another  sharp  veering  in  our  tariff 
policy  toward  foreign  commerce.  Provisions  were  incorporated  in 
the  Tariff  Act  of  that  year  for  the  abrogation  of  the  treaties,  ac- 
tually negotiated  and  proclaimed  imder  the  Act  of  1897.  Our 
mutual  preferential  arrangement  with  Cuba  alone  survived.  In 
place  of  our  previous  reciprocity  methods.  Congress  introduced 
the  novelty,  for  us,  of  a  substantial  recognition  of  the  double 
tariff  system,  providing  a  general  or  minimum  set  of  rates,  c<m- 
vertible  into  a  maximum  range  of  duties,  by  the  addition  to  the 
general  rates  of  26  per  cent  ad  valorem  on  all  articles.  The  Act 
of  1909  provided  for  such  maximum  duties  on  condition  that,  if 
the  President  became  satisfied  that  undue  discrimination  was  not 
being  practiced  by  particular  countries  against  the  products  of 
the  United  States,  such  countries  should  be  accorded  our  mini- 
mum rates  by  presidential  proclamation.  Minimum  rates  were 
eventually  accorded  to  all  countries,  though  with  some  hesitation, 
where  the  commodities  affected  were  those  of  Canada,  France,  and 
Grermany,  from  the  last  two  of  which  coimtries  important  trade 
and  tariff  concessions  were  first  obtained.  Grermany,  in  particu- 
lar, in  February,  1910,  yielded  us,  without  reservation,  her  con- 
ventional tariff  rates,  embraced  in  her  existing  commercial  treaties. 
Such,  broadly  speaking,  were  the  developments  of  our  tariff 
negotiation  experiments  prior  to  1918,  in  which  year  the  substance 
of  our  present  tariff  law  was  enacted,  and,  once  again,  our  syi* 


Digitized  by 


Goot 


Economic  Alliances,  and  Tariff  Adjustments  293 

tern  of  custom  duties  was  shifted.  The  fact  is,  that  the  maximum 
and  minimum  program,  in  the  form  adopted,  had  proven  unwieldy, 
since  the  necessity  of  maintaining  duties  of  86  per  cent  ad 
Talorem  on  the  products  of  any  country  dealing  unfairly  with  us 
would,  in  practice,  not  only  have  operated  with  severity  against 
the  commerce  of  the  offending  nation,  but,  incidentally,  would  have 
reacted,  with  two-edged  force,  against  our  own  interests,  by  ex- 
cluding articles  of  commercial  value  to  us.  The  conviction  that 
the  double  tariff  form  of  customs  duties,  contained  in  the  Act  of 
1909)  was  impractical  and  ill-advised,  led  to  its  repeal  in  1918. 
Unfortunately,  however,  the  latter  act  offered  no  substitute,  ex- 
cept general  authorization,  subject  to  submission  ^Ho  the  Congress 
of  the  United  States  for  ratification  or  rejection,"  given  tjo  the 
President  ^Ho  negotiate  trade  agreements  with  foreign  nations, 
wherein  mutual  concessions  are  made  looking  toward  freer  rela- 
tions and  further  reciprocal  expansion  of  trade  and  commerce." 
This  authority,  of  course,  already  existed.  Its  declaration  was 
an  "about  face"  return  to  the  very  phase  of  the  Act  of  1897, 
which  proved  abortive  in  practice.  Nothing  has  so  far  been  ac- 
complished imder  this  broad  section,  and,  in  the  light  both  of  our 
own  experience  as  reviewed  and  of  the  elaborate  plans  of  commer- 
cial penetration  maturing  abroad,  it  is  fairly  predictable  that, 
without  independent  and  far  more  favorable  factors,  the  improve- 
ment of  our  foreign  treaty  and  commercial  situation  will  not  there- 
by be  achieved. 

Lack  of  Stability  in  Foreign  Tariff  Policy 

Obvious  and  striking  in  this  recital  are  the  ineffective  inconsis- 
tencies, and  lack  of  stability,  in  foreign  policy,  which  we  as  a  na- 
tion have  been  opposing  to  the  patient  and  well-nigh  age-to-agc 
persistence  characterizing  the  international  trade  and  tariff  poli- 
cies of  leading  foreign  countries.  We  have  recalled  that  the  plan 
of  negotiation,  based  on  threatened  higher  duties  unless  reciprocal 
rates  were  conceded,  adopted  in  1890,  was  repealed  in  1894.  It 
was  somewhat  renewed  in  1897,  but  the  emphasis  was  placed  else- 
where, and,  in  lieu  of  the  original  program,  results  were  obtained 
through  the  offer  of  lower  rates  in  return  for  like  concessions.  In 
1909  the  method  adopted  was  both  concessional  and  retaliatory. 
In  1918  we  returned  to  the  policy  of  negotiation,  subject  to  sub- 
sequent congressional  approval,  tried  and  found  wanting  in  the 
]>eriod  extending  from  1897  to  1901. 
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Value  of  a  Permanent  Policy 
From  this  summary  of  experiences,  it  is  scarcely  difficult  to  de- 
duce certain  lessons,  both  as  to  procedure  worthy  of  adoption  and 
aims  to  be  held  before  us.  The  response  of  foreign  countries  to 
our  limited  experiments,  like  the  increasing  emphasis  everywhere 
on  the  value  of  natural  resources,  reveals  the  eccmomic  usefulness 
of  pliable  instrumentalities  for  future  trade  negotiation  and  tariff 
adjustments.  For  example — ^while  our  endeavors,  in  some  re- 
spects, have  been  too  short-lived  to  sustain  many  clear  inferences 
— ^the  concessions  obtained  under  the  Act  of  1890 ;  the  agreements 
entered  into  under  the  Act  of  1897;  the  surrender  of  minimum 
rates  by  France,  and  conventional  rates  by  Germany,  induced  by 
the  Act  of  1909,  were  important  beyond  any  material  gain  se- 
cured. They  tended  to  demonstrate  that  an  economically  power- 
ful coimtry  may,  under  normal  conditions,  break  through  the  waUs 
of  commercial  discrimination,  into  the  field  where  special  favor 
is  neither  sought  nor  awarded. 

An  Available  Policy  for  the  United  Stages 

Considering  the  course  of  these  events,  and  the  whole  problem, 
nothing  has  appeared  safer,  more  available,  or  better  adapted  to 
prompt  action  than  power,  lodged  in  the  Presidait  of  the  United 
States,  to  raise  or  lower,  as  conditions  and  sound  discretion  may 
dictate,  individual  customs  duties,  within  such  well-considered 
limits,  and  on  such  carefully  selected,  important  articles  as  Con- 
gress by  law  shall  specify.  The  constitutionality  of  the  method  is 
not  questionable.  It  has  been  fully  sustained  by  the  Supreme 
Court  of  the  United  States.  Advance  congressional  authority 
furnishes  a  continuing  check  on  possible  abuse,  while  subsequoit 
ratification  has  proved  too  slow  and  cumbersome  a  method  for  such 
public  emergencies  as  those  with  which  the  world  is  becoming  only 
too  well  acquainted.  The  list  of  articles  embraced  in  such  pos- 
sible congressional  legislation  should  be  comprehensive,  rather  than 
closely  circumscribed,  since  the  commerce  at  stake  nms  through 
all  seas  to  the  four  corners  of  the  world.  Such  exercise  of  presi- 
dential authority  can  be  given  a  certain  scientific  character  and 
well-nigh  mechanical  precision,  if  we  bear  in  mind  those  selected 
resources  and  materials  concerning  which  the  stress  of  modem 
conditions  has  everywhere  produced  most  diligent  inquiry.  This 
will  compel  thoroughgoing  analysis,  both  of  the  prevailing  neces- 
sities and  the  chief  commercial  contributions  of  the  different  cdm* 
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tries  of  the  globe.  It  will,  also,  involve  consideration  of  this 
country's  use  and  control  of  those  materials  which  determine  our 
economic  strength. 

The  exact  scope  to  be  given  the  exercise  of  such  executive  au- 
thority naturally  permits  of  divided  opinion.  In  the  light  of  our 
experience,  different  questions  invite  consideration.  For  instance, 
is  it  wise  to  fix  a  relatively  high  range  of  duties,  with  the  expec- 
tation that  substantial  reductions  will  be  promptly  proclaimed  by 
the  President  in  favor  of  those  countries  which  evidence  amicable 
fairness  in  their  attitude  toward  our  commerce,  while  we  leave  the 
products  of  other  countries  subject  to  the  levied  duties?  Or, 
should  we  impose  penalties,  in  the  nature  of  surtaxes,  on  some  or 
all  of  the  commodities  of  those  foreign  countries  which  subject  us 
to  disadvantageous  discrimination?  The  former  may  be  termed 
the  way  of  concession ;  the  latter  of  retaliation.  The  former  pro- 
cedure is,  perhaps,  subject  to  criticism  in  preparing  legislation 
with  an  eye  single  to  revenue;  the  latter,  for  its  possible  implica- 
tion of  an  imfriendly  international  attitude.  While  the  conces- 
sional relation  is  always,  if  adequate,  to  be  preferred  to  the  re- 
taliatory, with  either  method  the  punitive  possibility  is  openly 
or  latently  present.  It  may,  therefore,  be  advisable  to  combine 
both  methods,  adding  a  frank  legislative  declaration  that  the  defi- 
nite object  sought  is  commercial  treatment  on  a  parity  with  that 
accorded  other  countries.  However,  the  two  indicated  modes  in- 
volve differences  of  detail,  provided  there  is  substantial  agree- 
ment on  the  wisdom  of  the  decision  to  vest  the  executive  branch 
of  the  government  with  authority  quickly  to  seek  the  abatement  of 
discrimination.  Certainly  the  defect  in  the  Act  of  1909  should 
not  be  revived;  the  President  should  be  permitted  to  distinguish 
between  those  among  the  off^iding  country's  commodities  which 
are  advantageous  or  necessary  to  us,  and  those  which  may  be 
barred,  without  harm  to  ourselves  and  with  the  most  influential 
resulting  economic  pressure  elsewhere.  Here,  again,  invaluable 
service  may  be  rendered  by  trained  and  unbiased  minds,  through 
the  judicious  accumulation  of  data,  calculated,  even-handedly  and 
without  exaggeration,  to  attain  the  desired  ends. 

Future  Federation 

It  is  perhaps,  inevitable  that  this  discussion  of  certain  phases 
of  our  future  commercial  problems,  precipitated  by  movements, 
the  world  over,  toward  economic  alliances,  national  self-sufficiency, 
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and  effective  tariff  policies,  conclude,  as  it  began,  with  mention  of 
the  unexampled  war,  now  uppermost  in  the  hearts  and  thoughts 
of  all  of  us.  My  purpose  has  been  wholly  misinterpreted  if  any 
one  has  construed  anything  said  as  in  the  nature  of  advocacy  of 
a  narrow  commercial  policy.  Such  inference  would  exactly  re- 
verse the  intent  of  these  remarks.  We  have  been  considering  the 
need  for  meeting  the  economic,  industrial,  and  commercial  plans 
of  other  nations  as  they  appear  to  be  evolving.  For  the  rest,  this 
is  a  time  for  profound  humility.  The  stricken  earth  is  crying  out 
for  a  new  dispensation.  If  ever  in  history,  untested  principles 
should,  one  and  all,  be  cast  aside,  and  a  future  constructed,  di- 
vorced from  whatever  the  past  has  condemned.  As  already  stated, 
in  this  category  the  proposal  of  "war-after-the-war"  clearly  falls. 
Recognizing  that,  hereafter,  commercial  treaty  policies  will  tend 
to  revert  to  the  use  of  familiar  methods,  we  should  determine  that 
our  efficiency  along  these  lines  shall  be  used  to  gain  equality  and 
exclude  favor.  The  universal  demand  for  peace  of  durable  quality 
is  summoning  superficial  men  to  fundamental  perceptions,  and 
learned  men  to  deeper  insight  and  revelation.  If  peace  is  to  pre- 
vail, economic  discrimination  must,  more  and  more,  suffer  curtail- 
ment. Such  suggestions  as  priority  in  the  use  of  raw  materials  in 
the  reconstruction  after  the  war  of  the  devastated  regions  of  Eu- 
rope, and  the  use  of  economic  weapons  by  a  League  of  Peace,  in 
an  effort  to  avoid  the  employment  of  military  force,  are  of  some- 
what temporary  character,  and  may  have  weight  provided  those 
policies  are  impartially  confined  to  their  objects.  There  may, 
likewise,  be  necessary,  for  an  indefinite  time,  certain  special  ex- 
ceptions, capable  of  general  classification,  in  trade  policies,  based 
on  such  well-known  circumstances  as  established  political  ties,  inti- 
mate geographical  relationship,  and  common  racial  history.  But 
through  and  beyond  such  conditions  and  the  immediate  future,  we 
should  seek  a  rebuilt,  permanently  peaceful  earth,  of  respected  and 
self-respecting  nationalities,  close-knit  in  bonds  of  international 
friendliness  and  eventual  federation.  Neither  the  weight  of  our 
burdens  nor  the  tumult  of  our  indignation  should  turn  us  from  our 
path.  Treaty  and  tariff  policies  should  aim  at  the  extermination, 
not  the  promotion,  of  discrimination.  Economic  alliances,  except 
in  extremity,  should  be  studiously  shunned,  because  of  their  ten- 
dency toward  compulsion  and  hostility.  Our  object  should  be 
liberated,  not  shackled,  commerce ;  our  means,  friendly ;  our  spirit, 
international,  inviting  the  beneficent  give  and  take  of  cooperative 
right  action,  in  an  orderly,  united,  and  self-governing  world. 
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MINUTES  OF  BUSINESS  MEETINGS 
December  28  and  29,  1917 

In  accordance  with  prior  announcement  a  business  meeting  of  the 
Association  was  held  in  the  Gold  Room^  Hotel  Adelphia^  Philadelphia, 
on  Friday,  December  28,  at  8:45  a.h.,  with  President  Conmions  in  the 
chair. 

The  annual  reports  of  the  Secretary,  the  Treasurer,  the  Auditing 
Committee,  and  the  Managing  Editor  of  the  American  Economic  Re- 
view were  read,  and  each  was,  by  vote,  approved. 

The  report  of  the  Committee  on  Instruction  in  Economics  in  Sec- 
ondary Schools  was  presented  by  the  Secretary.  It  was  voted  that 
the  report  be  received  and  printed  and  that  the  committee  be  dis- 
charged. 

The  Committee  on  Coordination  in  Taxation  presented,  through  its 
chairman,  Mr.  R.  R.  Bowker,  a  preliminary  report.  It  was  voted 
that  the  report  be  received  and  printed  and  that  the  committee  be 
continued. 

The  chairman  of  the  Committee  on  Federal  Work  in  Statistics,  Pro- 
fessor W.  F.  Willcox,  presented  an  informal  report,  relating  primarily 
to  the  conunittee's  discussions  of  the  desirability  of  a  central  statisti- 
cal commission,  and  asked  that  the  committee  be  discharged.  By  vote, 
the  report  was  received  and  the  committee  was  discharged. 

The  Secretary  presented  a  resolution  submitted  by  Mr.  W.  P.  Goe- 
mann,  embodying  a  proposed  recommendation  that  the  statute  creating 
the  Federal  Trade  Commission  should  be  so  amended  as  to  make  it 
mandatory  that  at  least  one  member  of  that  Commission  be  a  trained 
economist.    By  vote,  the  resolution  was  laid  upon  the  table. 

The  following  matters  were  referred  to  the  Executive  Committee 
with  power: 

1.  A  communication  from  the  United  States  Commissioner  of  Edu- 
cation, inviting  the  Association  to  appoint  two  members  of  a  joint 
committee  on  the  recasting  of  the  courses  in  social  sciences  offered  in 
colleges  of  arts  and  sciences. 

8.  A  conmiunication  from  the  Board  of  Education  of  the  Northern 
Baptist  Convention,  asking  for  the  appointment  of  an  advisory  com- 
mittee upon  the  problems  of  college  training  for  the  duties  of  citi- 
xenship. 

5.  A  communication  from  Professor  Evarts  B.  Greene,  Secretary  of 
the  Council  of  the  American  Historical  Association,  suggesting  the 
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appointment  of  a  committee  to  consider^  with  conmiittees  of  allied 
organisations^  possible  methods  of  cooperation  between  such  organi* 
cations  in  war  sendee. 

4.  A  communication  from  Professor  F.  J.  Teggart  asking  for  the 
appointment  of  a  committee  to  cooperate  with  conmiittees  of  other  or- 
ganisations in  planning  ways  and  means  of  bringing  up  to  date  and 
continuing  the  bibliographical  apparatus  that  has  fallen  into  arrears 
hj  reason  of  the  war. 

The  President  announced  the  appointment  of  the  following  com- 
mittees: 

On  Nominations:  H.  W.  Farnam,  R.  T.  Ely,  M.  B.  Hammond,  W.  C. 
Mitchell,  £.  R.  A.  Seligman. 

On  Resolutions:  F.  A.  Fetter,  D.  R.  Dewey,  G.  E.  Bamett 

Professor  E.  R.  A.  Seligman  presented  a  resolution  authorising  the 
appointment  of  a  committee  on  the  relation  of  the  Association  to  the 
economic  problems  growing  out  of  the  war.  This  motion,  was,  by 
vote,  referred  to  the  Committee  on  Resolutions. 

Professor  R.  T.  Ely  offered  a  resolution  recommending  a  govern- 
mental investigation  of  the  problem  of  the  colonisation  of  soldiers  and 
sailors  upon  the  land.  It  was  voted  to  refer  the  resolution  to  the 
Committee  on  Resolutions. 


A  business  meeting  of  the  Association  was  held  in  Roberts  Hall, 
liaverford  College,  Haverford,  Pennsylvania,  on  Saturday,  December 
29,  at  10:30  a.m.,  with  President  Commons  in  the  chair. 

The  Committee  on  Resolutions  presented,  as  its  report,  the  follow- 
ing resolutions: 

Beiohed,  That  the  Executive  Committee  be  authorized  to  appoint  a  special 
committee  on  the  relation  of  this  Association  to  the  economic  problems  grow- 
ing out  of  the  war,  to  take  such  action,  short  of  committing  the  Association 
on  any  matter  of  policy  or  expenditure,  as  it  may  decide  to  be  expedient 

B0$olv0d,  That  the  American  Economic  Association  recommends  that  a 
sdentiftc  investigation  be  made  by  some  suitable  governmental  agency  of  the 
colonisation  of  soldiers  and  sailors  upon  the  land  as  one  of  the  plans  for 
demobilisation  at  the  close  of  the  war. 

Resolved,  That  the  American  Economic  Association,  holding  its  thirtieth 
annual  meeting  at  Philadelphia  and  Haverford,  expresses  its  warm  apprecia- 
tion of  the  services  of  the  local  committee  on  arrangements,  and  its  cordial 
thanks  for  the  hospitality  extended  to  the  Association  by  the  University  of 
Pennsylvania  and  Haverford  College. 

Each  resolution  was,  by  separate  vote,  adopted. 
A  communication  from  Professor  Irving  Fisher,  proffering  the  fol- 
lowing resolution,  was  presented  to  the  Association: 
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M0$oh§d,  That  the  Executive  Committee  be  authorized  to  appoint  a  com- 
mittee to  investigate  the  purchasing  power  of  money  in  relation  to  tlie  war, 
and  to  publish  the  report  or  reports  of  the  committee  in  advance  of  the  next 
meeting  of  the  Association. 

Upon  motion  of  Professor  R.  T.  Ely  this  resolution  was  laid  upon 
the  table^  but  later,  upon  motion  of  Professor  Irving  Fisher,  this  action 
was  reconsidered  and  the  resolution  was  then  adopted. 

Professor  H.  W.  Famam,  for  the  Committee  on  Nominations,  re- 
ported the  following  nominations  for  election  to  offices  for  the  year 
1918: 

President,  Irving  Fisher;  Vice-Presidents,  Frank  A.  Vanderlip, 
Edith  Abbott,  E.  L.  Bogart;  members  of  the  Executive  Committee, 
Wm.  Z.  Ripley,  H.  B.  Gardner;  members  of  the  Editorial  Board, 
George  E.  Bamett,  Lewis  H.  Haney;  Secretary  and  Treasurer,  Allyn 
A.  Young. 

It  was  unanimously  voted  to  instruct  the  Secretary  to  cast  the  vote 
of  the  members  present  for  the  persons  thus  nominated.  The  vote 
was  so  cast  and  the  officers  named  were  elected. 


A  meeting  of  the  Executive  Committee  was  held  in  Roberts  Hall, 
Haverford  College,  at  1:00  p.m.,  Saturday,  November  29.  The  fol- 
lowing members  were  chosen  for  the  committees  authorized  by  vote 
of  the  Association: 

Conunittee  on  the  Economic  Problems  of  the  War:  E.  R.  A.  Selig- 
man  (chairman),  W.  F.  Willcox,  J.  H.  Hollander. 

Committee  on  the  Purchasing  Power  of  Money:  Irving  Fisher 
(chairman),  W.  C.  Mitchell,  B.  M.  Anderson,  Jr.,  A.  C.  Miller,  E.  W. 
Kemmerer,  Royal  Meeker,  W.  M.  Persons. 
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REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 
DECEMBER  18,  1917 

A  meeting  of  the  Executive  Committee  was  held  at  the  City  Clnb, 
New  York,  on  June  2,  1917.  There  were  present  President  Commons 
and  Messrs.  Babson,  Fairchild,  Famam,  Fetter,  Mitchell,  Wildmaii, 
Willcox,  and  Young. 

At  the  request  of  President  Conmions  it  was  voted  to  hold  the  mn- 
nual  meeting  for  1917  in  Philadelphia,  instead  of  Rochester,  which 
had  been  the  original  choice. 

A  proposal  to  constitute  a  number  of  committees  to  investigate  and 
report  upon  some  of  the  principal  economic  problems  of  the  war  re- 
ceived an  adverse  vote.  The  opinion  of  the  majority  was  that  socb 
a  step  might  possibly  result  in  the  unnecessary  duplication  of  work 
already  being  done  by  other  agencies,  and  that  it  would  be  contrary 
to  the  traditions  of  the  Association  and,  in  particular,  to  the  provision 
of  our  constitution  that  "the  Association  as  such  will  take  no  partisan 
attitude,  nor  will  it  commit  its  members  to  any  position  on  practical 
economic  questions."  It  was  agreed,  however,  that  the  Association 
might  advisably  do  what  it  could  to  aid  the  government  in  securing  the 
services  of  economic  experts  and  to  inform  such  economists  as  desire 
to  enter  the  national  service  with  respect  to  the  particular  employ- 
ments in  which  they  might  be  most  useful.  For  the  purpose  of  further- 
ing these  ends,  a  special  committee  was  appointed,  with  headquarters 
in  Washington,  consisting  of  F.  W.  Taussig  (chairman),  G.  E.  Bamett, 
and  the  Secretary  of  the  Association. 

In  accordance  with  this  purpose  the  Executive  Committee  of  the 
Association  has  made  an  arrangement  with  the  United  States  Clril 
Service  Commission  at  Washington  by  which  the  special  committee 
mentioned  above  will  cooperate  with  the  Civil  Service  Commission  in 
the  registration  of  economic  experts  for  governmental  service.  The 
Civil  Service  Commission  has  accordingly  distributed  to  members  of 
the  Association  a  return  registration  blank  in  which  members  are  re- 
quested to  state  their  special  fields  of  interest,  their  professional  equip- 
ment, and  for  what  duration  they  could  accept  appointment  in  case 
of  urgent  governmental  need. 

The  Secretary  is  glad  to  be  able  to  report  a  small  net  gain  in  mem- 
bership and  a  notable  net  gain  in  subscriptions  to  our  Publications. 
The  figures  follow: 
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Members  and  subscribers  in  December,  1916 9480 

Annual  members  in  December,  1916 9081 

Members  resigned  in  1917 135 

Members  removed  for  lack  of  address 9 

Members  dropped  for  non-pajment  of  dues 59 

Members  dropped  because  of  war  conditions 8 

Annual  members  died 15 

Annual  members  chang^  to  life  members 4 

930 

1801 

New  members  added  in  1917 974 

Subscribers  changed  to  annual  members 3 

977 

Total  annual  members  in  1917 9078 

Life  members  in  December,  1916 83 

Life  members  died  in  1917 3 

80 

Annual  members  changed  to  life  members  in  1917 4 

Subscril>er  changed  to  life  member 1 

—  5 

Total  life  members  in  December,  1917 85 

Honorary  members  6 

Total  members  in  December  1917 9169 

Subscribers  in  December,   1916 369 

Subscriptions  discontinued  in  1917 35 

Subscribers  changed  to  annual  members 3 

Subscriber  dianged  to  life  member 1 

—  39 

330 
New  subscriptions  in  1917 103 

Total  subscriptions  in  December,  1917 433 

Total  members  and  subscribers  in  December,  1917 9609 

Net  gain  in  annual  members 47 

Net  gain  in  life  members 9 

Net  gain  in  subscribers 64 

Total  net  gain   113 

It  is  with  regret  that  the  Secretary  has  to  make  record  of  the  deaths 
of  eighteen  of  our  members^  one  of  whom  was  serving  as  vice-presi- 
dent of  the  Association  for  the  year  1917. 

Bally,  Joshua  L.  Hyde,  J.  W. 

Blanchard,  Marshall  F.  Merritt,  Thomas  P. 

Bronson,  Samuel  L.  Neeb,  Charles  W. 

Brooks,  Joseph  J.  Palen,  Rufus  J. 

Davis,  Horace  (Life  Member)  Timlin,  W.  H. 

Eastman,  Samuel  C.  Wallace,  George  M. 

Grey,  Albert  Henry  George  White,  Horace  (Life  Member) 

(Earl)  (Life  Member)  Wicker,  George  R. 

Hopewell,  John  Woodward,  S.  W. 

Huntington,  Francis  C. 
Respectfully  Submitted. 

Alltn  a.  Young, 

Secretary, 
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REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 
DECEMBER  18,  1917 

The  transactions  of  the  Treasurer's  office  daring  the  year  are  sum- 
marized in  the  following  exhibit  of  receipts  and  expenditures.  A 
balance  sheet  and  income  statement  are  presented  by  the  Auditing 
Committee,  in  its  report. 

Cash  Rbceiptb  akd  ExPExorrumEs,  1917 

Cash  on  hand  December  19,  1916 $4,295.95 

Receipts 

Membership    Dues $10,010.99 

Life  Memberships  500.00 

Reprints  of  1916 9S5 

Subscriptions  2,140.79 

Sales  of  Publications 469.91 

Interest   339.64 

13,463.58 

$17,759.53 

Empendituree 

Expenses  of  Committee $46.77 

PubUcations 

Review   Printing    $3,971.64 

Review  Editorial  3,767.00 

Review  Expenses  and  Supplies ....     1,477.31 

$7,315.95 

Proceedings    1,088.48 

Sundry  Pub'n  Expenses   76.58 

8381.01 

Secretary's  Office 

Office  Salaries  $1,773.11 

Traveling  Expense 95.87 

Stationery  and  Printing 218.73 

Office  Supplies 40.31 

Office  PosUge  335.79 

Telegraph  and  Telephone 47.79 

Express  .99 

Miscellaneous    Expense 5.65 

Annual    Meeting    171.29 

2,689.53 

Insurance    64.50 

Storage  of  Publications 50.00 

$11,231.81 

Cash  on  hand  December  18,  1917 

Central  Trust  Company $3,554.97 

Ithaca  Trust  Company 2,571.31 

Tompkins  County  Bank 401.44 

6,527.72 

$17,759.53 

Respectfully  submitted. 

Allyn  a.  Youno, 
Tre^iurer. 
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REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca^  N.  Y.^  December  22,  1917. 
To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasorer  of  the 
Association^  for  the  fiscal  year  ended  December  18^  1917^  has  been 
made  by  assistants  under  the  direction  of  your  committee.  The  ac- 
companying statement  of  income  and  outgo^  balance  sheets  and  exhibit 
of  charges  and  credits  to  surplus^  are  in  our  opinion  correct^  and  we 
certify  that  the  ledger  accounts  are  in  full  agreement  with  the  balance 
sheet  here  presented. 

Very  respectfully^ 

DoNALu  English^ 
Robert  A.  Campbell^ 
Abbott  Patson  Usher, 

Auditing  Committee. 

Balaxci  Shkct 

A8$Bt$  LiabiUtieB 

Cash  in  Bank 9401.44      Membership  Dues  Prepaid.     1800.00 

Cash  in  Savings  Accounts. .    6,196 J8      Accounts  Payable 1»15739 

Investments  Life  Memberships 1,000.00 

Liberty  Loan,  4's. .  91*000  Reserves: 
United  Fruit  Com-  Defaulted        Membership 
panj%%*B0fl99S    9,000  Dues  Receivable..  9600 
3,000.00         Bad    Accounts    Re- 
Membership  Dues  Receivable    1,388JI5             cdvable 95 

Accounts  Receivable 109.86  595.00 

Furniture   and   Fixtures  in  Surplus 8393.51 

Secretary-Treasurer's  Office  950.00 

911,975.83  911,975.83 

Surplus  Acooukt 

Balance,  December  90,  1916 98,079.49 

Miscellaneous  Credits— net. 88.88 


98,11830 

Defaulted  Membership  Dues^ 9695JM) 

Less  Reserve 500.00 

91B5M 

Uncollectible  Accounts  Receivable^ 917.70 

Less  Reserve  50.00 

89J0 

99.90 


98,095.40 
Net  Surplus,  1917 368.11 

Surplus,  December  18,  1917 98^93.51 

1  Amounts  of  1916  and  prior. 
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Ordinary  Income 

Dues  $10^1.79 

Less  Defanlted2  131^ 

Net    $10^90.54 

Interest  339.64 

$10,730.18 

Ordinary  Outgo 

Office  Salaries  $1,773.11 

Traveling  Expense 95.S7 

Stationery  and  Office  Printing 318.73 

Postage    335.37 

Office  Supplies   40.31 

Telephone  and  Telegraph 47.79 

Freight  and  Cartage .99 

Annual  Meeting  171.99 

Committee  Expense 46.77 

Depreciation  of  Furniture  and  Fixtures 95.00 

Bliscellaneous  5.65 

2,760.88 

Excess   of   Ordinary   Income $7,969.30 

Publication  Outgo 

Printing    $3,762.37 

Editorial  Salary  1,500.00 

Contributional   1,967.00 

Editorial  Expense  and  Supplies 1,477.31 

Proceedings  and  Handbooks 1,491.15 

Sundry  Expenses  76.58 

$9,504.41 

Storage  of  Publications  50.00 

Insurance    64.50 

114.50 

$9,618.91 
Publication  Income 

Subscriptions   $9,183.54 

Less  Defaulted^  35.00 

$9,148.54 

Sales  of  Publications 394.18 

9,543.79 

Excess  of  Publication  Outgo 7,076.19 

Gross   Surplus    I8ML11 

Reserve  for  Defaulted  Membership  Dues $500.00 

Reserve  for  Bad  Accounts  Receivable 95.00 

525.00 

Net  Surplus  for  the  year $36S11 


'Due  from  Members  for  1916  publications. 

•  Includes  cost  of  printing  Index. 

«Due  from  subscribers  for  1916  publications. 
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REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1917 

The  publication  of  the  Ambbican  Economic  Review  has  been  obliged 
to  meet  continued  rising  costs  during  the  past  year.  In  my  report  of 
last  year  it  was  stated  that,  if  higher  prices  prevailed,  the  cost  of  the 
jcmmal  3vould  probably  be  increased  by  $500.  This  anticipation  has 
proved  to  be  approximately  correct,  the  total  cost  for  the  year  being 
$8006.68  as  compared  with  $7694.06  in  1916.  By  principal  items  the 
cost  has  been  as  foUows: 

Printing    $8762.87 

Salary  of  editor 1500.00 

Payments  to  contributors 1267.00 

Clerical  assistance 1151.80 

Supplies   827.01 


$8006.68 

Further  analysis  shows  that  the  expenditure  for  printing  is  $505.10 
greater  than  in  1916,  due  for  the  most  part  to  increased  cost  of  paper. 
Some  slight  reductions  have  been  made  in  items  for  payments  to  con- 
tributors, clerical  assistance,  and  supplies.  A  saving  was  also  made 
by  printing  only  984  pages,  the  smallest  number  since  1911.  On  the 
other  hand,  the  average  edition  published  was  8050  copies  as  compared 
with  2900  in  1916. 

The  following  have  served  as  editors:  Professor  Clive  Day  and 
Professor  H.  J.  Davenport,  whose  terms  expire  this  year;  Professor 
T.  W.  Page  and  Dr.  J.  L.  Coulter,  whose  terms  expire  in  1918;  and 
Professor  F.  A.  Fetter  and  Professor  H.  E.  Mills,  whose  terms  ex- 
pire in  1919. 

In  the  abstracting  of  periodicals  Professor  Adriance  has  found  it 
necessary  to  resign,  owing  to  government  work,  and  Professor  A.  N. 
Young  now  has  charge  of  the  department  of  Theory.  In  the  field  of 
Commerce,  Professor  Copeland,  who  also  has  engaged  in  national  ser- 
vice, has  been  succeeded  by  Professor  Tosdal  of  Boston  University; 
Professor  Watson  has  been  succeeded  in  the  department  of  Charities 
by  Dr.  George  B.  Mangold  of  the  Missouri  School  of  Social  Economy; 
and  Professor  Bailey,  in  Population,  by  Professor  A.  B.  Wolfe.  The 
editors  wish  to  express  their  sincere  appreciation  of  the  faithful  co- 
operation of  the  members  whose  resignations  have  been  noted. 

During  the  past  year  127  persons  have  cooperated  in  writing  for  the 
Review,  including  leading  articles,  reviews,  document  notes,  and  peri- 
odical abstracts. 
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Appended  are  comparative  tables  showing  the  distribntion  of  con- 
tents and  costs  by  principal  items^  in  continuation  of  tables  previ- 
ously given. 

Davis  R.  Dxwby^ 

Managing  Editor. 


Tablx  1.    Pages  Givsk  to  Sach  Sxctiok 


I 


Si! 


I 


1911 
1912 
1918 
1914 
1915 
1916 
1917 


842 
291 
847 
827 
814 
888 
878 


804 
298 
268 
248 
267 
256 
192 


62 
101 
104 
186 
90 
91 
110 


89 
110 
141 
118 
142 

90 
127 


188 
186 
167 
166 
144 
140 
120 


40 
41 
48 
85 
42 
46 
42 


8 
11 

8 
10 
14 
18 
15 


978 
1088 
1078 
1080 
1008 
1024 

984 


Tablx  2.    Kumbxb  or  Itxms  in  Bach  Sxctiok 


I 


1911 
1912 
1918 
1914 
1915 
1916 
1917 


21 
17 
20 
20 
16 
24 
20 


207 
218 
198 
145 
185 
148 
100 


785 
1452 
1416 
1575 
1062 
1024 
1156 


27 
82 
42 
88 
29 
22 
25 


1074 
1727 
1877 
2021 
1758 
1586 
1441 
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Table  8.     Pbrobntaob  Giykn  to  Each  Skctp  n 


I 


II 


II 


Pk-^ 


& 


1911 
1912 
1913 
1914 
1915 
1916 
1917 


84.9 
28.0 
82.2 
81.8 
81.8 
87.9 
87.4 


81.0 
28.7 
24.9 
28.6 
26.7 
25.0 
19.7 


6.2 
9.6 
9.6 

18.2 
9.0 
8.9 

11.1 


9.1 
10.6 
18.0 
11.0 
14.2 

8.8 
12.9 


18.4 
17.9 
15.5 
16.1 
14.4 
18.7 
12.2 


4.0 
4.0 
4.0 
8.4 
4.2 
4.5 
4.2 


.8 
1.0 
.7 
.9 
1.8 
1.2 
1.2 
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3| 

i 

i 

^ 

ll 

1 

J 

1 

1911 

$2495.18 

11500.00 

11820.25 

$865.50 

$418.51 

$186.15 

$6780.59 

1912 

8220.88 

1500.00 

1114.50 

794.89 

292.68 

6922.90 

1918 

8828.01 

1500.00 

1268.35 

988.09 

825.10 

7404.55 

1914 

8028.62 

1500.00 

1812.25; 

1286.29 

459.18 

7581.84 

1916 

2884.91 

1500.00 

1210.00 

1171.87 

286.86 

7008.64 

1916 

8257.27 

1500.00 

1422.50 

1178.98 

889.86 

7694.06 

1917 

8762.87 

1500.00 

1267.00, 

1151.80 

826.01 

8006.68 
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REPORT  OF  COMMITTEE  ON  ECONOMICS  IN  SECONDARY 

SCHOOLS 

To  coUect  data  on  the  teaching  of  Economics  in  our  secondary 
schools  the  following  questionnaire  was  sent  to  the  president  of  each 
college  and  university  in  the  United  States  with  the  request  that  it  be 
handed  to  the  member  of  the  faculty  in  charge  of  the  work  in  begin- 
ning Economics.  Answers  were  received  from  approximately  200 
colleges  and  from  70  universities. 

To  Teachers  of  Economics  ia  universities  and  colleges: 

The  undersigned  have  been  appointed  by  the  American  Economic  Associa- 
tion as  a  coomiittee  to  make  an  investigation  of  Economics  as  a  study  in  sec- 
ondary schools,  and  we  bespeak  your  cooperation.  Kindly  fiU  out  and  return 
this  sheet  We  trust  that  the  second  question  will  not  cause  you  more  trouble 
ihan  to  call  for  a  show  of  hands  in  class. 

(Signed)  E.  T.  Towne,  Chairman,  University  of  N.  Dakota, 

Grand  Forks,  N,  Dak, 
G.  O.  ViETUE,   University  of  Nebraska, 

Lincoln,  Nebr, 
F.  R.  Clow,  State  Normal  School, 
Oshkosh,  Wis, 
1.  How  many  students  in  your  institution  are  taking  beginning  Economics? 
9,  How  many  of  them  had  previously  studied  the  following  subjects  in  a 
secondary  schools 

a.  Economics 

b.  Industrial  History   

c.  Sociology    

8.  Do  you  notice  any  difference  in  the  quality  of  the  work  of  those  who 
have^  and  those  who  have  not,  previously  studied  Economics? 

4.  Give  any  information  you  may  have  as  to  whether  any  one  of  these  three 
subjects  is  either  increasing  or  decreasing  in  prominence  in  high  schools. 

5.  (a)  Do  you  favor  the  teaching  of  Economics  in  the  high  school? 

(b)  Give  your  opinion  of  its  relative  value  as  compared  with  Industrial 
History  and  Sociology. 

(c)  What  phase  of  Economics    (theory,   description,  history,   problems) 
and  what  method  of  teaching  do  you  consider  most  suitable  for  high  schools? 

Signed    

Name  of  Institution 

The  answers  to  the  first  question  showed  that  there  were  22^680 
students  taking  beginning  Economics  in  these  institutions.  Of 
this  total  number  (Question  2)  1774  (7.8  per  cent)  had  previously 
studied  Economics  in  a  secondary  school^  S67  (1.6  per  cent)  had 
studied  Industrial  History,  and  154  (.68  per  cent)  had  studied  Sociol- 
ogy. In  other  words^  of  the  total  number  taking  beginning  Economics 
in  our  colleges  and  universities  about  1  in  every  13  had  had  previous 
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work  in  the  subject^  1  in  62  had  had  work  in  Industrial  History^  and 
1  in  147  had  had  work  in  Sociology. 

There  was  apparently  quite  a  difference  of  opinion  regarding  the 
quality  of  the  work  of  those  who  had^  and  those  who  had  not,  pre- 
viously studied  Economics.  Forty-five  stated  that  they  did  notice  a 
difference  in  the  quality  of  the  work  of  those  who  had  previously  stud- 
ied the  subject^  67  stated  that  they  did  not  notice  any  difference,  and 
28  expressed  themselves  as  not  having  sufficient  evidence  to  form  an 
opinion.  The  advantages  of  having  previously  studied  the  sub- 
ject were  given  as:  "It  made  the  students  more  familiar  with  the 
tools  at  least" ;  "They  displayed  greater  interest  in  the  subject" ;  and 
"They  were  better  able  to  grasp  new  concepts."  Of  those  who  no- 
ticed no  difference  in  the  quality  of  the  work  or  felt  that  previous 
study  of  the  subject  was  positively  harmful,  several  suggested  that 
the  earlier  work  was  too  superficial,  that  often  prejudices  were  created 
which  it  was  difficult  to  overcome,  or  that  the  students  seemed 
"weighted  with  laws  and  definitions  which  they  had  memorised  and 
tried  to  substitute  for  independent  thinking." 

The  answers  to  Question  4  showed  that  the  opinion  was  practically 
unanimous  that  Economics  was  increasing  in  prominence  in  high 
schools.  Forty-eight  expressed  the  opinion  that  all  three  subjects 
were  increasing  in  prominence;  in  addition  to  these,  64  thought  that 
Economics,  21  that  Industrial  History,  and  6  that  Sociology,  was  in- 
creasing. Only  one  expressed  the  opinion  that  all  were  decreasing  in 
importance,  S  thought  that  they  were  not  increasing,  and  $  thought 
that  Economics  was  not  increasing.  These  latter  B  were  from  Wiscon- 
sin. In  this  state  Economics  got  quite  a  start  in  the  high  schools 
about  twenty  years  ago,  but  figures  were  given  showing  that  a  smaller 
proportion  of  the  high  schools  were  offering  courses  in  Economics  now 
than  a  few  years  ago. 

To  the  question,  "Do  you  favor  the  teaching  of  Economics  in  the 
high  school?"  115  replied  that  they  did,  64  that  they  did  not,  and  78 
that  they  did  conditionally.  Of  the  latter  the  greater  number  stated 
that  they  favored  the  teaching  of  Economics  in  the  high  school  for 
those  who  did  not  go  farther  than  the  high  school.  Others  stated  that 
they  favored  it  provided  teachers  adequately  prepared  to  teach  the 
subject  could  be  found. 

In  asking  for  the  opinion  of  teachers  of  Economics  relative  to  the 
value  of  that  subject  as  a  high-school  study  as  compared  with  Indus- 
trial History  and  Sociology,  the  committee  appreciated  that  some 
mi^t  fed  that  it  would  be  difficult  to  secure  answers  quite  independ- 
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ent  of  any  personal  bias.  However^  it  was  thought  that  the  opinions 
of  economists  on  this  subject  would  be  of  value  because  economists 
would  be  best  acquainted  with  the  subject  matter^  would  have  a  knowl- 
edge of  the  appropriateness  of  this  subject  matter  for  a  high-school 
course^  and^  furthermore^  practically  all  economists  have  had  more  or 
less  training  in  both  Industrial  History  and  Sociology.  In  the  replies 
105  expressed  a  preference  for  Economics^  58  for  Industrial  History, 
and  11  for  Sociology.  In  addition  to  these^  21  expressed  a  preference 
for  Economics  and  Industrial  History  and  S  for  Sociology  and  Indus- 
trial History. 

A  careful  analysis  of  the  replies  to  Question  5c  shows  an  almost 
unanimous  opinion  that  distinctly  theoretical  Economics  has  no  place 
in  a  high  school.  Out  of  the  entire  number  of  replies  only  2  favored 
"theory"  as  the  phase  of  Economics  most  suitable  for  high  schools; 
19  favored  a  combination  of  theory  and  problems^  6  theory  and  de- 
scription^ and  2  theory  and  history;  11  suggested  a  combination  of  all 
four  phases — ^that  is^  theory^  description^  history^  and  problems.  The 
opinion  expressed  was  very  decidedly  in  favor  of  description  and 
problems;  32  expressed  a  preference  for  problems^  29  for  description, 
and  50  for  description  and  problems;  17  expressed  a  preference  for 
history,  17  for  history  and  problems,  and  28  for  history  and  descrip- 
tion. Combining  these  we  have  184  expressing  a  preference  for  de- 
scription, problems  or  history,  or  some  combination  of  these. 

Another  fairly  accurate  view  of  the  relative  weight  attached  to  these 
different  phases  of  Economics  is  found  in  totaling  the  several  phases 
mentioned.  This  shows  that  "problems"  were  mentioned  by  145, 
"description"  by  182,  "history"  by  88,  and  "theory"  by  40.  From  the 
answers  received,  then,  there  seems  to  be  a  very  general  concensus  of 
opinion  that  for  secondary  school  work  in  Economics  there  should  be 
comparatively  little  theory,  and  that  only  in  combination  with  de- 
scriptions and  problems;  that  the  emphasis  should  be  rather  upon 
concrete  economic  problems,  supplemented  by  a  considerable  descrip- 
tive material,  and  some  history. 

The  committee  wrote  to  all  of  the  state  superintendents  of  public 
instruction,  asking  for  the  number  of  high  schools  in  which  Economics 
is  taught  and  the  number  of  pupils  taking  the  study.  The  same  ques* 
tions  were  asked  with  reference  to  Sociology  and  Industrial  History, 
because  there  has  been  a  recent  movement  to  substitute  these  studies 
for  Economics. 

The  states  which  gave  the  number  of  pupils  who  studied  Economics 
in  high  schools  during  a  year  are  listed  in  the  following  table.    Some 
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of  them  also  gave  the  number  of  high  schools  in  which  Economics  was 
tanght.  In  order  to  show  the  significance  of  these  figures  for  pupils 
and  schools^  the  total  numbers  of  pupils  and  schools  in  each  state  are 
given  for  comparison.  The  asterisk  *  indicates  that  the  figures  were 
taken  from  the  report  of  the  United  States  Commissioner  of  Educa- 
tion for  1914. 

NuMBSE  OF  High  Schools  in  Several  States,  Nubcber  of  Pupils  Atrkdiko, 
AND  Number  Takiko  Economics  in  Such  ScHooLa  in  One  Year 


PupUs 

All  Pupils 

Schools 

All 

States 

Taking 

In  High 
Schools 

Offering 

High 

Economics 

Economics 

Schools 

California 

1679 

♦54738 

68 

♦934 

Connecticut 

139 

♦17754 

Idaho 

88 

7155 

Indiana 

84 

49999 

1 

599 

Iowa 

10480 

♦45877 

518 

♦588 

Louisiana 

5 

♦8158 

1 

♦111 

Minnesota 

1159 

39590 

57 

991 

Missouri 

736 

51665 

49 

598 

Nebraska 

359 

♦95716 

19 

♦377 

North  Carolina 

93 

16783 

3 

570 

North  Dakota 

997 

8035 

94 

198 

Ohio 

9410 

♦77398 

995? 

•811 

Washington 

1837 

♦96036 

West  Virginia 

945 

♦7804 

10? 

♦96 

The  following  additional  information  with  reference  to  Economics 

was  given  in  the  replies: 

Alabama:  Given  in  a  majority  of  high  schools. 

Idaho:    A  bulletin  issued  in  1915  recommends  Economics  or  Sociology. 

Iowa:   Economics  required  in  normal  training  high  schools. 

Kansas:   Giren  in  about  twenty  high  schools  out  of  493.^ 

Kentucky:  An  optional  study;  given  in  a  docen  of  the  larger  schools. 

Louisiana:  More  schools  expected  to  offer  Economics  this  year. 

Minnesota:  Number  of  students  increased  50  per  cent  in  last  five  years. 

Missouri:    The  tWrd  year  Economics  has  been  taught 

Montana:   Elective  in  nearly  all  that  have  a  four  years'  course. 

Nevada:   An  optional  study,  taught  in  several  schools. 

New  Jersey:  In  a  few  schools.  Department  of  Public  Instruction  has  issued 
a  syllabus  on  Economics  with  suggestions  for  teaching. 

New  York:  1336  examination  papers  in  Economics  written  in  approved  sec- 
ondary schools.  The  ''tendency  b  to  combine  the  study  of  economic  questions 
with  the  study  of  History." 

North  Dakota:  ''In  practically  all  first-class  high  schools."  The  proportion 
of  pupils  taking  Economics  is  increasing. 

Oregon:    "Not  more  than  six  schools  offering  these  subjects." 

Pennsylvania:  999  pupils  in  eight  schools;  about  30  schools  in  all  offer 
Economics  out  of  the  total  886.^ 

South  DakoU:   Three  schools  in  1914-15. 
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Tennessee:   Two  schools  out  of  172. 

Washington:  The  students  taking  Economics  are  about  one-third  of  all  in 
the  twelfth  grade. 

West  Virginia:    Over  twice  as  many  as  two  years  ago. 

Wisconsin:  "The  usual  difficulty  with  this  work  is  that  it  is  made  too  tech- 
nical and  too  scientific  to  be  withm  the  interest  and  capacity  of  most  high- 
school  pupils.  I  should  think  that  possibly  10  per  cent  of  the  high  schools 
offer  Economics  as  a  separate  study." 

The  returns  for  Sociology  are  as  follows: 
California:    Four  schools  and  85  pupils. 
Indiana:    One  school,  130  pupils. 
Iowa:     Five  or  6  schools. 

Minnesota;  Authorized  but  not  given  in  any  high  school. 
North  Carolina:    Two  schools  and  18  pupils. 

Pennsylvania:  Only  half  a  dozen  schools  outside  of  Philadelphia  and 
Pittsburgh. 

For  Industrial  History  the  returns  are  as  follows: 
California:   19  schools  and  420  pupils. 
Connecticut:  302  pupils. 
Idaho:   5  pupils. 
Iowa:    18  schools. 

Maryland:  In  half  a  dozen  schools  in  connection  with  English  and  Ameri- 
can History. 

Nebraska:    History  of  Commerce  in  one  school,  TO  pupils. 

Wisconsin :    Not  a  separate  study ;  included  in  the  year  of  American  History. 

There  are  nine  states  from  which  no  replies  have  been  received. 
South  Carolina  and  Delaware  reply  that  no  courses  are  given  in  these 
subjects.  .  Maryland  high  schools  offer  neither  Economics  nor 
Sociology, 

The  following  states  reply  that  they  have  no  data  at  hand  from 
which  to  answer  our  questions:  Florida,  Maine,  Massachusetts,  Michi- 
gan, New  Jersey,  Rhode  Island,  Texas,  Vermont,  Virginia,  and 
Wyoming. 

E.  T.  TowNK, 
•                                        G.  O.  Virtue, 

F.  R.  Clow, 

Committee, 
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REPORT  OF  THE  COMMITTEE  ON  COORDINATION 
IN  TAXATION 

Your  Committee  on  Coordination  in  Taxation  presents  a  prelimi- 
nary and  tentative  report  only^  because  of  the  facts  that  war  pressure^ 
in  this  as  in  other  fields^  prevents  other  than  academic  consideration, 
and  that  the  committee  has  been  able  to  act  only  through  correspond- 
ence. But  the  further  facts  that  our  taxation  is  in  a  state  of  flux,  that 
the  needs  of  the  national  government  have  taken  it  into  fields  usually 
reserved  for  state  taxation,  and  that  both  taxation  and  coordination 
demand  and  receive  continuing  and  increasing  attention,  make  it  seem 
desirable  to  present  a  basis  for  further  discussion. 

The  committee  was  appointed  by  the  executive  board  late  in  1916, 
as  the  result  of  a  motion  of  R.  R.  Bowker,  referred  to  it  from  the 
Washington  conference,  and  consisted  of  Professor  T.  S.  Adams  of 
Yale  University,  as  chairman.  Professor  H.  L.  Luts  of  the  Depart- 
ment of  Economics  of  Oberlin  College,  Professor  H.  C.  Adams  of  the 
Department  of  Finance  of  the  University  of  Michigan,  Honorable 
Ogden  L.  Mills,  lawyer  and  state  senator,  chairman  of  the  New  York 
Legislative  Committee  on  Taxation,  and  R.  R.  Bowker,  business  ex- 
ecutive and  author  of  various  economic  writings.  Professor  T.  S. 
Adams  declined  to  serve,  because  of  ill  health  and  pressure  upon  his 
time,  but  was  induced  to  remain  as  a  member  of  the  committee.  R.  R. 
Bowker  was  appointed  in  his  place,  and  has  served  as  acting  chairman. 
Mr*  Mills  departed  for  France  in  army  service  early  in  the  year,  and 
has  left  a  vacancy  in  the  committee. 

The  committee,  in  endeavoring  to  practice  as  well  as  to  preach  co- 
ordination, communicated  with  the  chairmen  of  the  several  commit- 
tees of  the  National  Tax  Association,  working  in  cognate  fields,  i.e.. 
Committee  on  a  Model  System  of  State  Taxation,  of  which  Professor 
Charles  J.  Bullock  of  Harvard  University  is  chairman,  Coihmittee  on 
Public  Expenditures,  of  which  Herbert  J.  Hagerman,  president  of  the 
Taxpayers'  Association  of  New  Mexico  is  chairman,  and  Committee  on 
Inheritance  Tax  as  Related  Between  State  and  Federal  Revenue  Sys- 
tems, of  which  Nils  P.  Haugen  of  the  Wisconsin  Tax  Commission  is 
chairman.  Each  of  these  committees  reported,  with  the  exception  of 
the  Conmiittee  on  Public  Expenditures,  that  it  had  not  prepared  a  re- 
port or  reached  conclusions.  A  copy  of  each  communication  sent  to 
the  several  members  of  your  committee  was  sent  simultaneously  to 
the  N.  T.  A.  committees  indicated  above,  and  most  of  the  chairmen 
have  assisted  your  committee  through  correspondence. 
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Important  recent  material  in  connection  with  this  snbject  is  to  be 
found  in  the  federal  census  publications  (1914-15)  on  "Wealthy  Debt 
and  Taxation"  and  cognate  subjects^  the  New  York  State  report 
(1916)  of  the  Joint  Legislative  Committee  on  Taxation^  of  which  Og- 
den  L.  Mills  was  chairman^  and  the  report  (1916)  of  the  Major's 
Committee  on  Taxation  in  New  York  City,  of  which  E.  R.  A.  SeHg- 
man  was  chairman  of  the  executive  committee.  These  publications 
make  the  work  of  your  committee  the  more  proper  and  timely. 

Segregation  of  taxes  and  coordination  in  taxation  are  desirable  as 
means  toward  the  end  of  obtaining  the  needed  revenue  for  our  fed- 
6ral,  state,  and  local  governments  in  the  simplest,  most  efficient,  and 
least  objectionable  way;  but  any  plans  must  stand  the  test  of  fitting 
best  into  our  political  and  economic  order.  The  inequities  resulting 
•from  the  use  of  local  assessments  for  state  taxation  have  been  partly 
met  by  the  device  of  a  state  tax  commission,  or  other  central  authority, 
1;o  supervise  and  equalize  such  assessments,  but  it  is  evident  that  in 
face  of  the  enormous  and  complicated  burdens  of  taxation  now  in 
view,  the  widest  and  most  careful  foresight  is  necessary  toward  a  co- 
ordinated system  for  the  future,  in  which  the  comprehensive  budget 
4uid  a  centralized  authority  in  appropriations  will  be  a  part,  but  a 
part  only. 

The  precis  following,  originally  a  basis  for  discussion  by  the  com- 
mittee, has  been  reshaped  and  modified  in  accordance  with,  as  far  as 
practicable,  the  opinions  of  its  several  members.  It  is,  of  course,  im- 
{)ossible,  in  our  present  stage  of  taxation,  to  present  any  entirely  logi- 
cal schedule,  in  view  of  the  confusion  existing  between  subjects, 
methods,  means,  or  purposes  of  taxation,  e.g.,  taxes  on  Imports  or 
through  inheritances,  or  by  use  of  stamps,  or  for  roads. 
National,  necessarily — 

Import  taxes,  i.e.,  customs  duties,  necessarily  national  because  for- 
bidden by  United  States  Constitution  to  states. 

Export  taxes:  not  used  in  United  States,  and  forbidden  by  United 
States  Constitution. 
National,  preferably — 

Excise  taxes  on  manufacture  (or  distribution,  or  consumption)  of 
liquors,  tobacco,  and  other  luxuries  or  other  commodities.  Preferably 
national,  especially  on  manufacture,  lest  industries  should  be  driven 
or  induced  from  one  state  to  another  by  higher  or  lower  taxation.- 

Income  taxes — ^usually  with  exemption  of  minimum  and  with  dif- 
ferential and  graded  tax  rates.  Preferably  national,  for  like  reason. 
If  used  also  by  states,  levy  should  be  on  the  same  scheme  as  national 
basis,  to  prevent  complications. 

Stamps — Stamp  taxes  are  chiefly  objectionable  because  of  the  per- 
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sonal  time  and  labor  required  in  providing  and  handling  them  dispro- 
portionate to  the  revenue  collected  through  them.  Stamp  taxes  on 
receipts^  express  service,  telegrams,  and  other  particularist  taxes,  as 
on  railroad  and  theatre  tickets,  as  well  as  like  taxes  collected  from 
telephone  companies,  are  as  a  matter  of  practice  transferred  by  extra 
charges  to  the  consumer,  and  constitute  an  additional  burden,  not  on 
the  operating  companies,  but  to  the  user.  When  levied,  they  should 
be  national,  as  uniformity  is  an  important  feature. 

Profits  taxes  on  corporations  or  individuals,  have  not  the  disadvant- 
age of  sales  taxes,  because  they  do  not  add  to  price.  Preferably  na- 
tional to  insure  even  justice  among  the  states,  but  may  properly  be 
divided  with  the  states  under  a  mutual  collecting  system.  The  diffi- 
culty in  taxing  excess  profits  is  that  of  obtaining  a  fair  basis  of  in- 
vestment of  valuation,  but  this  is  perhaps  less  difficult  than  obtaining 
true  returns  for  many  other  forms  of  taxation. 

State,  neceaarily — 

Realty  taxes — On  land  and  on  improvements,  separately  or  to- 
gether are  necessarily  state,  because  theoretically  the  sovereign  state 
owns  the  land,  and  because  federal  direct  tax  could  not  be  levied,  ex- 
cept in  proportion  to  population,  without  further  amendment  of  the 
Constitution.  Usually  shared  with  local  divisions  of  the  state,  levied 
and  collected  by  one  agency  for  both. 

State,  queitionahly — 

Inheritance  taxes  preferably  state,  if  income  taxes  are  left  to  the 
national  government.  Evidence  and  opinions  differ  as  to  whether 
owners  of  considerable  fortunes,  except  in  occasional  instances,  change 
state  residence  to  avoid  high  inheritance  taxes,  in  which  case  national 
levy  and  collection  would  have  advantages,  as  in  respect  to  income 
taxes. 

Road  taxes,  for  construction  and  maintenance  of  roads,  formerly 
levied  on  abutters  by  "day's  work,"  necessarily  changed  in  relation 
by  automobile  use  delocalizing  them.  Levied  on  users,  through  auto- 
mobile licenses,  the  tax  falls  less  on  local  people  than  on  automobile 
owners.  This  is  properly  not  a  license  tax,  but  a  use  tax,  and  should 
be  levied  for  the  benefit  of  the  state  or  locality,  in  the  proportion  in 
which  each  constructs  or  maintains  roads. 

State,  preferably — 

Corporation  taxes,  as  such,  belong  theoretically  to  the  body  creating 
the  corporation,  usually  the  state.  Levied  on  organisation  or  stock 
issues,  or  dividends,  or  earnings,  they  have  become  the  means  by  which 
one  state  endeavors  to  obtain  a  larger  proportion  of  corporate  organi- 
sations incorporated  under  its  laws,  which  has  led  to  large  abuses. 
Corporation  taxes  may,  therefore,  be  levied  more  wisely  as  income  or 
profit  taxes,  uniform  among  the  states. 

Local,  preferably — 

Licenses  for  the  practice  of  callings,  or  for  like  purposes,  are  prop- 
erly a  source  of  local  revenue,  since  the  calling  is  attracted  to  a  par- 
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ticular  place  by  local  advantages.     They  have  the  added   advantage, 
e.g.,  in  New  York  City,  that  suburban  residents   in  other   states  or 
counties  are  thus  called  upon  to  contribute  their  quota  of  taxation  to 
the  community  in  which  they  earn. 
Objectionable  taxes — 

Sales  taxes  are  peculiarly  objectionable  because,  repeated  at  each 
stage  of  distribution,  they  fall  ultimately,  in  increasing  ratio  with 
each  transfer,  on  the  ultimate  consumer,  increasing  prices  in  geo- 
metrical ratio. 

Personal  property  taxes,  though  general  in  use,  have  long  been  con- 
demned by  economists  as  at  present  levied,  though  favored  by  some 
under  improved  methods  of  classification,  as  practiced  in  Minnesota. 
Differing  among  the  states,  they  have  the  immediate  effect  of  driving 
taxpayers  from  one  state  to  another,  or  inducing  changes  to  states 
offering  lower  rates.  They  are  also  productive  of  falsity  and  trickery, 
and  should  in  general  give  place  to  better  taxing  methods. 

Poll  taxes,  or  the  tax  per  head,  are  usually  levied  upon  voters^ 
sometimes  with  the  denial  of  the  right  to  vote  unless  the  poll  tax  is 
paid.  The  tax  thus  becomes  a  method  of  buying  votes,  and  has  been 
abandoned  in  most  states  as  unproductive  of  revenue  and  ill-advised 
in  practice,  though  theoretically  justifiable. 

This  schedule,  it  should  be  noted,  covers  in  large  generalization  taxes 
in  common  use  or  under  discussion,  or  experiment,  without  attempting 
to  discuss  in  any  wise  the  subsidiary  questions  involved,  as  the  ''single 
tax,"  the  desirability  of  few  rather  than  multiplied  subjects  and  meth- 
ods of  taxation,  the  incidence  or  shifting  of  the  several  taxes,  or  the 
relative  value  or  character  of  taxes,  except  as  clearly  objectionable 
taxes  are  indicated  as  such.  Whether  or  to  what  extent  it  may  be  de- 
sirable to  consider  these  mooted  questions  in  connection  with  the  pres- 
ent investigation,  has  not  been  determined  by  the  committee,  but  it  is 
evident  that  one  important  topic  is  essential  in  the  discussion  of  co- 
ordination— the  possible  allotment  of  certain  taxes,  as  income  and  in- 
heritance taxes,  between  the  federal  and  state  governments,  as  the 
proceeds  of  land  taxes  are  now  allotted  between  state  and  local  gov- 
ernments. Certain  dangers  of  such  allotment,  which  would  have  been 
serious  previous  to  the  Civil  War,  may  now  be  considered  as  passed; 
but  if  there  is  to  be  such  allotment,  more  careful  coordination  between 
federal  and  state  authorities  will  be  a  sine  qua  non,  with  assessments 
rolls  in  common  or  open  each  to  the  other,  and  whether  federal  or  state 
machinery  shall  be  used,  must  also  have  careful  consideration.  Cog- 
nate with  this  subject  is  the  suggestion  already  in  practice  in  Con- 
necticut with  respect  to  income  taxation,  that  a  state  tax  should  be  a 
surtax  on  the  basis  of  the  federal  taxes;  while  it  goes  without  saying 
that  the  closest  practical   approach   to  uniformity  of  tax  legislation 
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among  the  several  states  is  necessary  for  proper  equalisation  of  tax- 
ation. This  preliminary  report  is  presented  as  merely  an  outline  sur- 
rey of  the  field  of  discussion^  and  makes  little  attempt  at  solutions  or 
recommendations. 

The  committee  will  be  glad  to  receire  comment^  criticism^  and  sug- 
gestion from  any  member  of  the  Association;  and  it  asks  that  it  may 
be  continued  with  a  view  to  further  report,  and  that  it  may  have  power 
to  fill  vacancies  within  its  membership^  unless  filled  by  the  President 
of  the  Association.^ 

Respectfully  submitted. 

R.  R.  BowKKR,  Acting  Chairman. 

1  Professor  Lutz  concurs  in  this  report;  Professor  T.  S.  Adams  notes  the 
exception  that  he  considers  inheritance  as  well  as  income  taxes  should  be  pri- 
marily federal;  Prof.  H.  C  Adams  non-concurs,  emphasising  "the  market 
jurisdiction  of  industries"  in  relation  to  taxation. 
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